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DIRECT TESTIMONY OF DANIEL F. SULLIVAN
FOR
THE OFFICE OF REGULATORY STAFF
DOCKET NO: 2013-275-WS
IN RE: APPLICATION OF CAROLINA WATER SERVICE, INCORPORATED
FOR ADJUSTMENT OF RATES AND CHARGES, AND MODIFICATION OF
CERTAIN TERMS AND CONDITIONS FOR THE PROVISION OF WATER AND

SEWER SERVICE

Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND
OCCUPATION.

A. My name is Daniel F. Sullivan. My business address is 1401 Main Street,
Suite 900, Columbia, South Carolina, 29201. I am employed by the South
Carolina Office of Regulatory Staff (“ORS”) as an Audit Manager.

Q. PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND
EXPERIENCE.

A. I received a B.S. Degree in Business Administration with a major in
Accounting from the University of South Carolina in December 1998. From
February 1999 to February 2005, I was employed as an auditor with the South
Carolina State Auditor’s Office. In that capacity, I performed audits and reviews
of cost reports filed by institutional providers of Medicaid services for the South
Carolina Department of Health and Human Services. The primary purpose of
those audits and reviews was to establish the applicable reimbursement rates to be
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paid to Medicaid providers for services rendered to qualified Medicaid patients.
In February 2005, I began my employment with ORS and since then have been
involved in cases dealing with the regulation of nuclear waste, gas, electric, water
and wastewater companies. On June 1, 2012, I was promoted to Audit Manager
of Gas Utilities and Chem-Nuclear audits.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS
PROCEEDING?

The purpose of my testimony is to set forth my findings and
recommendations resulting from ORS’s examination of the application of Carolina
Water Service, Inc. (“CWS” or “Company”) in this docket. The application was
filed on September 4, 2013.

PLEASE DESCRIBE THE PROCEDURES USED TO PERFORM THE
EXAMINATION OF THE COMPANY’S APPLICATION.

ORS’s examination of the Company’s application consisted of three major
steps. In step one, ORS verified that the operating experience and rate base,
reported by CWS in its application, were supported by the Company’s accounting
books and records for the test year. In the second step, ORS tested the underlying
transactions in the books and records for the same period to ensure that the
transactions were adequately supported, had a stated business purpose, were
allowable for ratemaking purposes, and were properly recorded. Lastly, our
examination consisted of adjusting, as necessary, the revenues, expenditures, and

capital investments to normalize the Company’s operating experience and rate
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1401 Main Street, Suite 900
Columbia, SC 29201



10

11

12

13

14

15

16

17

18

19

20

21

22

23

Direct Testimony of Daniel F. Sullivan Docket No. 2013-275-WS Carolina Water Service, Inc.

December 3, 2013 Page 3 of 13

base in accordance with generally accepted regulatory principles and previous
Commission orders.
PLEASE IDENTIFY THE EXHIBITS ATTACHED TO YOUR
TESTIMONY.
I have attached the following exhibits to my testimony relating to the
Company’s Application:
¢ Audit Exhibit DFS-1: Operating Experience, Rate Base, and Rates of Return
for Combined Operations
e Audit Exhibit DFS-2: Operating Experience, Rate Base, and Rates of Return
for Water Operations
e Audit Exhibit DFS-3: Operating Experience, Rate Base, and Rates of Return
for Sewer Operations
s Audit Exhibit DFS-4: Explanation of Accounting and Pro Forma Adjustments
» Audit Exhibit DFS-5: Depreciation and Amortization Expense Adjustments
e Audit Exhibit DFS-6: Computation of Income Taxes
e Audit Exhibit DFS-7: Cash Working Capital Allowance
* Audit Exhibit DFS-8: Return on Equity
These exhibits were either prepared by me or were prepared under my direction
and supervision in compliance with recognized accounting and regulatory
procedures for water and wastewater utility rate cases. These exhibits show
various aspects of the Company’s operations and financial position.
PLEASE DESCRIBE THE FORMAT OF AUDIT EXHIBIT DFS-1 AND

ELABORATE ON THE CALCULATIONS.

THE OFFICE OF REGULATORY STAFF
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A.

Audit Exhibit DFS-1 details the Company’s operating experience, rate base,
and rates of return for water and sewer operations for the test year ended December
31, 2012. The exhibit’s format is designed to reflect the Application per books and
ORS’s proposed accounting and pro forma adjustments to normalize the results of
the Company’s test year operations.

Column (1) details the Application per books provided by CWS for the test year
ended December 31, 2012.

Column (2) details ORS’s proposed accounting and pro forma adjustments
designed to normalize the Application per books. An explanation of each
adjustment is contained in Audit Exhibit DFS-4.

Column (3) details ORS’s results for a normalized test year for CWS by adding
columns (1) and (2). After the accounting and pro forma adjustments, Net Income
for Return of $1,026,231 was computed using Total Operating Revenues of
$8,463,388, less Total Operating Expenses of $7,444,281, plus customer growth of
$7,124. Total Rate Base of $23,610,433 produced a Return on Rate Base of 4.35%.
As shown on Audit Exhibit DFS-8, the resulting Return on Equity was 1.88%.
Column (4) details the Company’s proposed increase recalculated by ORS and the
calculation of taxes and customer growth associated with the proposed increase.
An explanation of each adjustment is contained in Audit Exhibit DFS-4.

Column (5) details the effect of the Company’s proposed rate increase by adding
columns (3) and (4). Net Income for Return of $2,371,962 was computed using
Total Operating Revenues of $10,648,175, less Total Operating Expenses of
$8,292,955, plus customer growth of $16,742. Total Rate Base of $23,610,433
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produced a Return on Rate Base of 10.05%. As shown on Audit Exhibit DFS-8,
the resulting Return on Equity was 13.87%.
PLEASE EXPLAIN THE ADJUSTMENTS IN AUDIT EXHIBIT DFS-4.

For comparative purposes, ORS and the Company’s adjustments are both
presented in Audit Exhibit DFS-4.
Adjustment | — The ORS Water and Wastewater Department proposes to annualize
water and sewer service revenues for the test year. Details of the adjustments
totaling $28,840 are discussed in the direct testimony of ORS Water and
Wastewater witness, Willie Morgan.
Adjustment 2 — The ORS Water and Wastewater Department proposes to adjust
miscellaneous revenues for the test year. Details of the adjustment for ($11,054)
are discussed in the direct testimony of ORS Water and Wastewater witness, Willie
Morgan,
Adjustment 3 — ORS proposes to adjust uncollectible accounts associated with the
Company’s revenues after ORS’s proposed accounting and pro forma
adjustments. The adjustment of ($116) was provided by ORS Water and
Wastewater witness, Willie Morgan.
Adjustment 4 — ORS proposes to adjust operators’ salaries by annualizing the
latest available salary information as of May 2013. Each operator’s total salary is
allocated to CWS based on its percentage of Equivalent Residential Connections
(“ERC”). The ERC percentage is calculated by dividing the number of ERCs

served by CWS by the total number of ERCs served by all subsidiaries to which
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the employee is assigned. ORS computed annualized salaries of $920,613, less
per book salaries of $1,210,999, for an adjustment of ($290,386).

Adjustment 5 ~ The Company proposes to adjust purchased power by ($63) in
direct correlation with annualized revenues. ORS does not propose an adjustment
as future purchased power costs are not known and measurable.

Adjustment 6 — ORS proposes to remove ($1,784) from purchased power
associated with Indian Pines wells that are no longer used and useful. The Indian
Pines subdivision has interconnected with the City of West Columbia for water
service. As such, ORS has made adjustments to other categories of costs related to
Indian Pines. See adjustment numbers 8, 12, 16 and 32 for adjustments to expenses
associated with Indian Pines. Removal of the wells from plant-in-service is also
reflected in the calculation of adjustments 29, 37 and 40.

Adijustment 7 — ORS proposes to remove from maintenance and repair expense
non-allowable expenses of ($33,251). Expenses were deemed non-allowable for
various reasons including, but not limited to, no invoice or other supporting
documentation provided and/or expenses were related to other Utilities Inc.
subsidiaries. ORS has proposed similar non-allowable adjustments to other
categories of costs in the filing. See adjustment numbers 11, 13, 15, 21, 24, 25 and
28.

Adjustment 9 —ORS proposes to increase maintenance and repair expenses by
$846,864, to reclassify expenditures incorrectly classified as additions to plant in
service. Details of the adjustment are discussed in the direct testimony of ORS
Water and Wastewater witness, Dawn Hipp.
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Adjustment 10 — ORS proposes to reclassify maintenance and repair expenditures
of ($1,200) which should have been capitalized.

Adjustment 14 — The Company proposes to adjust chemicals by $907 in direct
correlation with annualized revenues. ORS does not propose an adjustment as
future chemical costs are not known and measurable.

Adjustment 17 — ORS proposes to adjust for allocated transportation expenses,
including fuel and auto repairs. Transportation expense per vehicle is calculated by
taking the total transportation expense for Utilities, Inc. and dividing it by the
number of vehicles in the Utilities, Inc. fleet. The total transportation expense per
vehicle of $5,893 is then allocated to CWS based on the employee that operates the
vehicle and the time they spend working for CWS. ORS computed total
transportation expense of $166,993 for CWS, less the per book amount of $212,133
for an adjustment (§45,140).

Adjustment 18 — ORS proposes to adjust operating expense charged to plant for
time spent on capital projects and rate cases. Capitalized time reflects operators’
and office employees’ salaries, taxes & benefits. ORS made the adjustment using
the capitalized time report for the most recent period of September 1, 2012 through
August 31, 2013. ORS calculated operating expenses charged to plant of
(8183,244), less per book amount of ($374,530), for an adjustment of $191,286.
Adjustment 19 — ORS proposes to adjust office salaries by annualizing salaries as
of May 2013. Each office employee’s total salary was allocated to CWS based on
its percentage of ERCs. ORS computed annualized salaries of $586,026, less per
book salaries of $550,518, for an adjustment of $35,508.
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Adjustment 20 — ORS and the Company propose to remove DHEC fines of

(8$31,009) from office supplies and other office expense.

Adijustment 22 — ORS proposes an adjustment to rate case expenses of $77,869.
This adjustment consists of two (2) parts. In part one (1), ORS reviewed prior rate
case expenses of $718,656 from Docket No. 2011-47-WS related to the rate case,
reconsideration, appeal, and remand. These expenses included legal fees,
capitalized time, consulting fees, travel and other. ORS removed undocumented
expenses, estimates and capitalized time. In part two (2), ORS verified expenses of
$55,187 for current rate case expenses as of 11/5/2013. These charges included
legal fees, capitalized time, administrative expenses and consulting fees. ORS
proposes to amortize current and previous expenses over 3 years. The total
proposed ORS adjustment of $77,869 is computed using unamortized rate case
expenses associated with Docket No. 2011-47-WS of $311,425 and current
expenses of $55,187 divided by 3 years, less the per book amount of $44,335.
Adjustment 23 — ORS proposes to annualize pension and other benefits associated
with the salary adjustment for operators and office employees. ORS removed non-
allowable benefits including, but not limited to, parties and employee awards that
were included in the per book amounts. Total ORS computed pension and other
benefits was $312,167, less the per book amount of $342,290, resulting in an
adjustment of ($30,123).

Adjustment 26 — ORS proposes to reclassify outside services expenditures of

(846,361) which should have been capitalized
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Adjustment 27 — Based on the recommendations of the ORS Water and Wastewater
Department, ORS did not include the Company’s adjustment for their proposed
Leak Mitigation Program. Further explanation of ORS’s position regarding the
Company’s proposed program is provided in the direct testimony of ORS Water
and Wastewater witness, Willie Morgan.

Adjustment 29 — ORS proposes to annualize depreciation expense and adjust for net
plant additions, vehicles, computers, capital improvements, non-allowable plant,
capitalized time, and retirements. The details of the depreciation expense
adjustment are shown in Audit Exhibit DFS-5. The depreciation rates were
recommended by ORS Water and Wastewater witness, Willie Morgan. ORS’s total
depreciation expense amounted to $1,052,252, less the per book amount of
$1,184,528, for a total adjustment of (§132,276).

Adjustment 30 — ORS proposes to adjust the amortization of Contributions in Aid
of Construction (“CIAC”). The details of the amortization of CLIAC adjustment are
shown in Audit Exhibit DFS-5. ORS’s total CIAC amortization expense amounted
to ($342,357), less the per book amount of ($340,881), for a total adjustment of
($1,476). See Audit Exhibit DFS-5.

Adjustment 31 — ORS proposes to adjust payroll taxes associated with the adjusted
test year salaries. The payroll taxes include Social Security, Medicare and
unemployment taxes. ORS updated taxes using current rates. ORS computed taxes
of $130,393, less the per book amount of $134,833, resulting in an adjustment of

(34,440).

THE OFFICE OF REGULATORY STAFF
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Adjustment 33 — ORS proposes to adjust gross receipts and utility/commission
taxes after accounting and pro forma adjustments. A total factor of .00963081,
comprised of the SC Department of Revenue factor of .003 and the PSC/ORS
factor of .00663081, was used to compute this adjustment. ORS proposes to
increase gross receipts taxes by $25,925.

Adjustment 34 — ORS proposes to adjust income taxes after accounting and pro
forma adjustments. ORS used a 5% rate for state income taxes and a rate of 35%
for federal income taxes. Details of the computation of income taxes are shown in
DFS-6.

Adjustment 35 — ORS proposes to eliminate the interest during construction of
$12,165 from the per book amount for ratemaking purposes.

Adjustment 36 — ORS proposes to adjust customer growth after the accounting and
pro forma adjustments. The growth factors of 0.81667% for water operations and
0.67547% were provided by ORS witness Willie Morgan.

Adjustment 37 — ORS proposes to decrease gross plant in service by ($3,869,198)
for adjusted vehicle costs, computer costs, capital improvements, non-allowable
plant, capitalized time, and retirements through December 31, 2012. This
reduction results from adjusting the useful lives and allocation of various vehicles,
the removal of items improperly capitalized in years prior to the test year, and
those determined by the ORS Water/Wastewater Department as either relating to
other affiliated companies, or having been improperly capitalized during the test
year. ORS also recomputed capitalized time, and updated retirements,
accordingly. Several adjustments from Docket No. 2011-47-WS were included by

THE OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 900
Columbia, SC 29201



10

11

12

13

14

15

16

17

18

19

20

21

22

23

Direct Testimony of Daniel F. Sullivan Docket No. 2013-275-WS Carolina Water Service, Inc.

December 3, 2013 Page 11 of 13

ORS in the calculation of net plant additions. These adjustments were approved
by Commission Orders but were not posted by CWS to their books and records.
Adjustment 38 — ORS proposes to include gross plant in service for general ledger
additions of $1,604,813 as of November 5, 2013. ORS reviewed the support
documentation for the proposed plant additions, and included only those plant
additions that were known and measurable, and providing service to present
customers,

Adjustment 39 — ORS proposes to remove excess book value of ($1,937,905) as
approved in previous rate cases. ORS also proposes to remove the accumulated
amortization of excess book value of $1,289,156 in Adjustment 41. Net excess
book value of ($648,749) is removed from plant in service and is not included in
the ORS calculation of depreciation expense or return on rate base. CWS
removed net excess book value of ($718,143) as shown in Adjustment 39.

Adjustment 40 — ORS proposes to adjust accumulated depreciation by $542,702

to reflect gross plant in service and depreciation associated with pro forma general
ledger additions, vehicles, computers, capital improvements, non-allowable plant,
capitalized time, and retirements.

Adijustment 42 — ORS proposes to adjust cash working capital after accounting
and pro forma adjustments. ORS proposes to increase cash working capital by
$74,548. Details of this adjustment are included in Audit Exhibit DFS-7.
Adjustment 43 — ORS proposes to adjust CIAC by $66,741 to reflect the
amortization of CIAC expense, as a result of ORS Adjustment 31, and the CIAC
to Revenue adjustment made in Docket No. 2011-47-WS.
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Adjustment_44 — ORS proposes to synchronize allowable interest expense to

reflect the rate base after accounting and pro forma adjustments, using the
capitalization ratio of 52.44% for debt and 47.56% for equity and a cost of debt of
6.58%. ORS computed an adjustment of ($150,887), resulting in allowable
interest expense of $814,691. See Audit Exhibit DFS-8 for ORS’s computation of
interest expense. Details of the Company’s capital structure can be found in the
testimony of ORS witness, Dr. Douglas H. Carlisle.

Adjustment 45 — Based upon ORS Water and Wastewater Department calculations,
the Company’s proposed rates would produce additional revenues of $678,631 for
Water Operations and $1,481,681 for Sewer Operations. Details of these
adjustments are shown in the direct testimony of ORS Water and Wastewater
witness, Willie Morgan.

Adjustment 46 — ORS proposes to adjust miscellaneous revenue for the Company’s
proposed rate increase. Details of the adjustment for $38,880 are shown in the
direct testimony of ORS Water and Wastewater witness, Willie Morgan.
Adjustment 47 — ORS proposes to adjust uncollectible accounts associated with
the Company’s revenues after ORS’s proposed accounting and pro forma
adjustments. The adjustment of ($14,405) was provided by ORS Water and
Wastewater witness, Willie Morgan.

Adjustment 48 — ORS proposes to adjust gross receipts and utility/commission

taxes for the Company’s proposed rate increase. A total factor of .00963081,

comprised of the SC Department of Revenue factor of .003 and the PSC/ORS
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factor of .00663081, was used to compute this adjustment. ORS proposes to
increase gross receipts taxes by $21,041.

Adjustment 49 — ORS proposes to adjust income taxes for the Company’s proposed
rate increase. See Audit Exhibit DFS-6 for the computation of income taxes.
Adjustment 50 — ORS proposes to adjust customer growth after the proposed
increase, The growth factors of 0.81667% for water operations and 0.67547% were
provided by ORS witness Willie Morgan.

PLEASE DESCRIBE THE REMAINING AUDIT EXHIBITS.

Audit Exhibit DFS-5 details the computation of ORS’s depreciation and
amortization expense adjustments. Audit Exhibit DFS-6 details the computation
of income taxes. Audit Exhibit DFS-7 details the calculation of the cash working
capital allowance and Audit Exhibit DFS-8 details the calculation of return on
equity.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes.

THE OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 200
Columbia, SC 29201



Description

Operating Revenues:
Service Revenues - Water

Service Revenues - Sewer
Miscellaneous Revenucs
Uncollectible Accounts

Total Operating Revenues

Maintenance Expenses:
Salories and Wages

Purchased Power

Purchased Sewer & Water - Pass Through
Maintenance and Repair

Maintenance Testing

Meier Reading

Chemicals

Transportation

Operating Expense Charged to Plant
Total

General Expenses:
Salaries and Wages

Office Supplies & Other Office Expense
Regulatory Commission Expense
Pension & Other Benelits

Rent

Insurance

Office Utilities

Outside Services - Qther

Miscellaneous

Total

Depreciation

Amorlization of CIAC

Taxes Other Than Income

Income Taxes - State & Federal

Amortization of Investment Tax Credit
Amortization of Plant Acquisition Adjustment
Total

Total Operating Expenses

Total Operating Income

Interest During Construction
Customer Growth

Net Income for Retuen

Original Cost Rate Base;
Gross Plant in Service

Accumulated Depreciation

Net Plant in Service

Cash Working Capital

Contributions in Aid of Construction
Accumulated Deferred Income Taxes
Customer Deposits

Advances in Aid of Construction
Plant Acquisition Adjustment

Total Rate Base
Return on Rate Base
Operating Margin
Interest Expense

Carolina Walter Service, Inc.
Duocket No. 2013-275-WS
Operating Experience, Rate Base and Rates of Return

Combined Operatlons

For the Test Year Ended December 31, 2012

Audit Exhibit DFS-1

Note: Return on Rate Base in column (1} is calculated by using Total Operating Income divided by Total Rate Base.

(1} ] (3} (4} (5)

Accounting After After

Application & Accounting & Applicant's Applicant’s
Per Pro Forma Pro Forma Proposed Proposed

Books Adjustments Adjustments Increase Increase

- $ s $ s

2,644,085 16,523  {A) 2,660,608 678,631 (DD} 3,339,239
5,635,912 12,317 (&) 5,648,229 1,481,681 (DD) 7,129,910
231,405 (11,054) (B) 210,351 38,880 (EE) 249,231
(55,684) (16} (C) {55,800) (14,405} (FF) {70.205)
8,445,718 17,670 8,463,388 2,184,787 10.648.175
1,210,999 (290,386) (D) 920,613 0 920,613
593,738 (1,784) (E) 591,954 0 591,954
(84,561) 0 (84,561} i} (84,561)
917,320 810,950 (F) 1,728,270 0 1,728,270
99,515 (25,242) (G) 74,273 0 74,273
47,640 (1,103) (H) 46,537 0 46,537
175,085 (1,118 0 263,967 0 263,967
212,133 (45,140) () 166,993 0 166,993
(374.531) 191,286 (K) (183.245) 0 (183,245)
2,897,338 627,463 3.524.801 0 3,524,801
550,518 35,508 (L) 586,026 0 586,026
294,721 {48,302) (M) 246,419 0 246,419
44,335 77,869 (N} 122,204 0 122,204
342,290 (30,123 (O 312,167 0 312,167
2,036 0 2,036 0 2,036
177,994 0 177,994 0 177,994
291,717 (7,351 (M 284,366 0 284,366
141,289 (56,330) Q) 84,959 0 84,959
(2,694} (2.343) (R) (5,037) 0 (5.037)
1,842,306 (31.072) 1,811,134 0 1.811.134
1,184,528 (132,276) (S) 1,052,252 0 1,052,252
(340,881) (1,476) (N (342,357) 0 (342,357)
1,276,323 19,703  (U) 1,296,026 21,041 {GG) £,317,067
162,977 (41,838) (V) 121,139 827,633 (M) 948,772
(8,852) [ (8,852) 0 (8,852)
(9.862} 0 (9.862) 0 (9.862)
2,264,233 (£55,887) 2,108,346 848.674 2,957.020
7.003.777 440,504 7,444,281 848.674 8,202,955
1,441,941 (422,834) 1,019,107 1,336,113 2,355,220
(12,165) 12,165 (W} 0 0 0
0 7024 (X) 7.124 9618 (I 16,742
1,454,106 {427.875) 1,026,231 1,345,731 2,371,962
57,248,521 (4,202,290) (Y) 53,046,231 0 53,046,231
(10,003.095) 1,831,858 (2) (8,171,237) 0 (8.171,237)
47,245,426 (2,370,432) 44,874,993 0 44,874,994
592,444 74,548 {AA) 666,992 0 666,992
(18,552,488) 66,741 (BB) (18,485,747} 0 (18,485,747}
(2,811,042) 1} (2,811,142} 0 (2,811,142}
(329,055) 0 (329,055) 0 {329,055)
{1,600) [} (1,600) 0 {1,600)
(304,009) 0 (304.009) 0 (304,009)
25,839,576 (2,229,143} 23,610,433 0 23,610,433
—
5.58% 4.35% 10.05%
5.78% 2.50% 14.62%
965,578 (150,887) (CO) 814,691 814,691



Audit Exhibit DFS-2
Carolina Water Service, Inc,
Docket No. 2013-275-WS
Operating Experience, Rate Base and Rates of Return
For the Test Year Ended December 31, 2012

Whater Operations
(n (2) 3) (4) (5
Accounting After After
Application & Accounting & Applicant's Applicant's
Per Pro Forma Pro Forma Praposcd Proposed
Description Books Adjustments Adjustments Increase Increase
s $ $ S $
Operating Revenues:
Service Revenues - Waler 2,644,085 16,523 (A) 2,660,608 678,631 (DD) 3,339,239
Miscellaneous Revenues 93,278 (25,921) (B) 67,357 12,138 (EE) 79,495
Uncollectible Accounts {23,460) 5,592 (Q) (17.868) {4.525) (FF) {22,393)
Total Operating Revenues 2,713,903 {3.806) 2,710,097 686,244 3.396,341
Maintennnce Expenses:
Salaries and Wages 510,194 (122,340) (D) 387,854 1] 387,854
Purchased Power 100,580 (1,784) (E) 98,796 0 98,796
Purchased Water - Pass Through (3,970} 0 (5,970) 0 (5,970}
Maintenance and Repair 145,720 255,326 (F) 401,046 0 401,046
Maintenance Testing 55,631 (24,341) {G) 31,290 0 31,290
Meter Reading 20,071 (465) {I1) 19,606 0 19,606
Chemicals 115,893 (4,684) (D 111,209 0 111,209
Transportation 89,372 (24,604) (1) 64,768 0 64,768
Operating Expense Charged 1o Plant (157.790) 80,589 (K) {77.201) a (77,201)
Total 873,701 157,697 1,031,398 0 1,031,398
General Expenses:
Salaries and Wages 231,933 14,960 (L) 246,893 0 246,893
Office Supplies & Other Office Expense 1,102 (7,286) (M) 103,816 0 103,816
Regulatory Commission Expense 18,678 32,806 (N) 51,484 0 51,484
Pension & Other Benefits 144,207 (12,691) (O} 131,516 0 131,516
Rent 858 0 B38 0 858
Insurance 74,989 0 74,989 0 74,989
Office Utilitics 122,900 (3,097) (P) 119,803 0 119,803
Quitside Services - Other 59,525 (23,732) (@) 35,793 0 35,793
Miscellancous (1,135) (987) (R) {2,122} 0 {2,122}
Total 763,057 (27) 763,030 0 763.030
Depreciation 415,964 (76,115) (S) 339,849 0 339,849
Amortization of CIAC (116,254) 935 (M (117,189) 0 (117,189)
Taxes Other Than Income 537,715 60 (U) 531,775 6,609 (GG) 544,384
Income Taxes - State & Federal 68,662 (75,257) (V) (6,595) 259960 (1H) 253,365
Amortizatien of Investment Tax Credit (3,729) 0 (3,729) 1] {3,729)
Amortization of Plant Acquisition Adjustment 4,673) 0 (4.673) 0 {4.673)
Total 897,685 (152.247) 745,438 266.569 1.012.007
Total Operating Expenses 2,534.443 5423 2,519,866 266.569 2806435
Tatal Operating Income 179,460 (9,229) 170,231 419,675 589,906
Interest During Construction (5,125} 5,125 (W) 0 0 0
Customer Growth 0 1,390 (X) 1.390 3428 (ID) 4818
Net Income for Return 184,585 (12.964) 171,621 423.103 594.724
Original Cost Rate Base:
Gross Plant in Service 18,302,565 (2,837,906) (Y) 15,464,659 0 15,464,659
Accumulated Depreciation (3.593,187) 1,009,019 {Z) (2.584,168) 0 {2,584,168)
Net Plant in Service 14,709,378 {1,828,887) 12,880,491 i) 12,880,491
Cash Working Capital 204,595 19,709 {AA) 224 304 0 224,304
Contributions in Aid of Construction (6,487 854) (935) (BB) {6,488,789) 0 (6,488,789)
Accumulated Peferred Income Taxes (1,184,334) 0 (1,184,334) 0 (1,184,134)
Customer Deposits (138,631) 0 (138,631) 0 (138,631)
Advances in Aid of Construction {800) 0 (800) (800)
Plant Acquistion Adjustment (158.291) 1] (158.291) 0 (158,291}
Total Rate Base 6,944,063 (1.810.113) 5.133.950 0 5,133,950
Return on Rate Base — 2.58% —334% — 11.58%
Operating Margin -8.19% -0.20% 12.29%
Interest Expense —406.798 (229,648) (CC) _177.150 —l 150

Noie: Retumn on Rate Base in column (1) is calculated by using Total Operating Income divided by Total Rate Base,
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) 2) 3) (4} (5)
Accounting Aflter After
Application & Accounting & Applicant’s Applicant's
Per Pro Forma Pro Formn Proposed Proposed
Description Books _Adjustments Adjustments Incrense Increase
s b M) S s
Operating Revenues:
Service Revenues - Sewer 5,635912 12,317 {A) 5,648,229 1,481,681 (DD) 7,129,910
Miscellaneous Revenues 128,127 14,867 (B) 142,994 26,742 (EE) 169,736
Uncollectible Accounts (322324) (3.708) (C) (37,932) (9.880) (FF) {47.812)
Total Operating Revenues 5.731.815 21476 5,753,291 1,498,543 7.251,834
Maintenance Expenses:
Salaries and Wages 700,805 (168,046) (D) 532,759 0 532,759
Purchased Power 493,158 0 (E) 493,158 0 493,158
Purchased Sewer - Pass Through (78,591) 0 (78,591) 0 (78,521)
Maintenance and Repair 771,600 555,624 (F) 1,327,224 0 1,327,224
Maintenance Testing 43,884 (901) (G) 42,983 0 42,081
Meter Reading 27,569 (638) (H) 26,931 1] 26,931
Chemicals 159,192 (6,434} (D) 152,758 0 152,758
Transportation 122,761 {20,536) (J) 102,225 0 102,225
Operating Expense Charged to Plant {216,741) 110,697 (K) {106,044) 0 {106,044)
Total 2,023,637 469,766 2,493 403 0 2,493,403
General Expenses:
Salaries and Wages 318,585 20,548 (L) 339,133 0 339,133
Office Supplies & Other Office Expense 183,619 (41,016) (M) 142,603 0 142,603
Regulatory Commission Expense 25,657 45,06 (N) 70,720 0 70,720
Pension & Other Benefits 198,083 {17,432) () 180,651 0 180,651
Rent 1,178 0 1,178 0 1,178
Insurance 103,005 0 103,005 0 103,005
Qffice Utilities 168,817 4254y (M 164,563 0 164,563
Outside Services - Other 81,764 {32,598) (Q) 49,166 0 49,166
Miscellaneous (1,559) {1.356) (R) (2.915) 0 (2,915)
Total 1,079,149 {31,045) 1.048,104 0 1,048,104
Depreciation 768,564 (56,161) (8) 712,403 0 712,403
Amortization of CIAC (224,627) (541) (M (225,168) 0 (225,168)
Taxes Other Than Income 738,608 19,643 (U) 758,251 14432 (GG) 772,683
Income Taxes - State & Federal 94,315 31419 (V) 127,734 567,673 (HH) 695,407
Amortization of Investment Tax Credit (5,123 0 (5,123) 0 (5,123)
Amortization of Plant Acquisition Adjuestment {5,189) 0 (5,189 0 {5.189)
Total 1,366,548 (3.640) 1,362,908 582,105 1,945,013
Total Operating Expenses 4,469,334 435,081 4904415 582,105 5.486,520
Total Operating Income 1,262,481 (413,605) 848,876 916,438 1,765,314
Interest During Construction {7,040) 7,040 (W) 0 0 0
Customer Growth 0 5734 (X} 5,734 6,190 (It) 11,924
Net Income for Return 1,269,521 (414,911} 854.610 922,628 1,777,238
Original Cost Rate Basc:
Gross Plant in Service 38,945,956 (1,364,384) (Y) 37,581,572 0 37,581,572
Accumulated Depreciation (6,409,908) §22.839 {(Z) {5,587.069) 0 {5.587.069)
Net Plant in Service 32,536,048 (541,545) 31,994,503 0 31,994,503
Cash Working Capital 387,849 54,839 (AA) 442,638 [H 442,688
Contributions in Aid of Construction (12,064,634) 67,676 (BB) (11,996,958) 0 (11,996,958)
Accumulated Deferred Income Taxes {1,626,808) 0 (1,626,808) 0 (1,626,808)
Customer Deposits {190,424) 0 (190,424) 0 (190,424}
Advances in Aid of Construction (800) 0 (800) 0 (800)
Plant Acquisition Adjustment (145,718) 0 {145.718) 0 {145.718)
Total Rate Base 18.895.503 (419.030) 18,476,483 0 18,476,483
Return on Rate Base 6.68% 4.63% 9.62%
Operating Margin —t2:40% 3.77% —_—15.72%
Interest Expense 558,780 78,761 (CC) 637.541 637,541

Note: Return on Rate Base in column (1) is caleutated by using Total Operating Income divided by Total Rate Base.
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5
Combined
Operations

Audit Exhibit DFS-4

3
Water
Operations

l1of?

$
Sewer
Operations

Accounting and Pro Forma Adjustments
Opcrating Revenues
(A) Service Revenues
I Te adjust service revenues to reflect test year customer billings.
Per ORS
Per CWS
(B) Misccllancous Revenues

2 To adjust miscellaneous revenues to reflect increase in late payments,
notification fees and other revenues.

Per ORS
Per CWS
{C) Uncollectible Accounts

3 To adjust uncollectible accounts to reflect accounting and pro forma
adjustments to service revenues.

Per ORS
Per CWS
Maintenance Expenses
(D) Salaries & Wages
4 To annualize operators' salaries for the test year.
Per ORS
Per CWS
(E) Purchased Power

5 The Company proposes to adjust purchased power in direct correlation
with annualized revenues.

Per ORS

Per CWS

28,840

16,523

12,317

15,892

29,392

(13,500)

(11,054)

{25,921)

14,867

0

0

0

(116)

5,592

(5,708)

(184)

{261)

77

(290,386)

(122,340)

{168,046}

(146,411}

(78.637)

(67.774)

(63)

LI18

0

(1,181)
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For the Test Year Ended December 31, 2012
$ b3 5
Combined Water Sewer
Description Operations Operations Operations
6 ORS proposes to remove purchased power associated with Indian
Pines wells no longer used and useful.
Per ORS (1,784) (1,784) 0
Per CWS 0 0 ¢
Total Per ORS (1,784) (1,784) 0
Total Per CWS (63} i.118 (1.181)
(F) Maintenance and Repair
7 ORS proposes to reduce expenses for nonallowable items.
Per ORS (33,251) (16,793) (16,458)
Per CWS 0 0 0
8 ORS proposes to remove maintenance and repairs associated with
Indian Pines wells no longer used and useful.
Per ORS (1,463) (1,457) {a)
Per CWS 0 o 1]
9 ORS proposes to reclassify as expenses, items improperly capitalized.
Per ORS 846,864 273,576 573,288
Per CWS 0 0 0
10 ORS proposes to capitalize items improperly expensed.
Per ORS (1,200) ¢ (1,200)
Per CW5 0 0 0
Total Per ORS 810,950 255,326 555,624
Total Per CWS 0 0 0
(G) Maintenance Testing
11 ORS proposes to reduce expenses for nonallowable items.
Per ORS (23,037) 23,138) (899)

Per CWS 0 0 0



Audit Exhibit DFS-4

3of9
Carolina Water Service, Inc.
Docket No. 2013-275-WS§
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5 5 $
Combined Water Sewer
Description Operations Operations Operations
12 ORS proposes to remove maintenance tesling associated with [ndian
Pines wells no longer used and useful,
Per ORS (2,205) (2,203) 2
Per CWS 0 0 0
Total Per ORS (25,242) {24.341) (901)
Total Per CWS 0 0 0
(H) Meter Reading
13 ORS proposes to reduce expenses for nonallowable items.
Per ORS (1,103} (465) {638)
Per CWS 0 0 0
(I) Chemicals
14 The Company proposes to adjust chemicals in direct correlation with
annualized revenues.
Per ORS 0 0 0
Per CWS 907 1,288 (381)
15 ORS propaoses to reduce expenses for nonallowable items,
Per ORS (11,064) (4,661) (6,403)
Per CWS 0 0 0
16 ORS proposes to remove chemicals associated with Indian Pines wells
no longer used and useful.
Per ORS (54) (23) an
Per CWS 0 0 0
Total Per ORS {11,118) (4,684) {6,434)
Total Per CWS 907 1,288 (381)
(J) Transportation
17 To adjust for allocated transportation expense including fuel and auto
repairs.
Per ORS (45,140) (24,604) {20,536)
Per CWS (46,088) (25,500) (20,588)




Audit Exhibit DFS-4

40f9
Carolina Water Service, Inc.
Docket No. 2013-275-WS
Explanation of Accounting and Pro Forma Adjustments
For the Test Year Ended December 31, 2012
5 $ 5
Combined Water Sewer
Description Operations Operations Operations
(K) Operating Expenses Charged to Plant
18 To adjust operating expense charged to plant (capitalized time) for
actual salary expenses and associated taxes and benefits.
Per ORS 191,286 80,589 110,697
Per CWS 44,221 42,793 1,428
General Expenscs
(L) Salaries & VWages
19 To annualize office salaries for the test year,
Per ORS 35,508 14,960 20,548
Per CWS 40,855 14,191 26,664
(M) Office Supplies & Other Office Expense
20 To remove DHEC fines and penalties.
Per ORS (31,009) 0 (31,009)
Per CWS (31,009} 0 (31,009)
21 ORS proposes to reduce expenses for other nonallowable items,
Per ORS (17,293) (7,286) (10,007)
Per CWS5S 0 0 1]
Total Per ORS {(48,302) (7.286) {41,016)
Total Per CWS (31,009) 0 (31,009)
(N) Regulatory Commission Expense
22 To amortize current and unamortized prior rate case expenses over a
three-vear period.
Per ORS 77.869 32.806 45,063
Per CWS 340,359 143,385 196,974
(0O) Pension & Other Bencelits
23 To annualize pension and other benefits associated with the adjusted
test year salaries.
Per ORS (30,123} (12.691) (17.432)
Per CWS (7,135) (5.580) (1.555)
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Explanation of Accounting and Pro Forma Adjustments
For the Test Year Ended December 31, 2012
$ 3 h3
Combined Water Sewer
Description Operations Operations Operations
(P) Office Utilitics
24 ORS proposes to reduce expenses for nonallowable items,
Per ORS (7,351) (3.097) (4,.254)
Per CWS 0 0 0
(Q) Outside Services - Other
25 ORS proposes o reduce expenses for nonallowable items.
Per ORS (9,969) (4,200) (5,769)
Per CWS 0 0 0
26 ORS proposes to capitalize items improperly expensed.
Per ORS (46,361) (19,532) (26,829)
Per CWS 0 0 0
Total Per ORS {56,330) (23.732) (32,598}
Total Per CWS 0 0 0
(R) Misceilancous
27 The Company proposes to include an adjustment for a Leak Mitigation
Program.
Per ORS 0 0 0
Per CWS 42,507 13,687 28,820
28 ORS proposes to reduce expenses for nonallowable items.
Per ORS (2,343) (987) (1,356)
Per CWS 0 0 0
Total Per ORS (2,343) {987) (1.356)
Total Per CWS 42,507 13,687 28,820
(S) Depreciation Expense
29 To annualize depreciation expense for known and measurable plant in
service, Sece Audit Exhibit DFS-5.
Per ORS (132,276) (76,115) {56.161)

Per CWS 22,500 (12,006) 34,506
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3 3 $
Combined Water Sewer
Description Operations Operations Operations
(T) Amortization of Contributions in Aid of Construction (CIAC)
30 To annualize the amortization of CIAC expense. See Audit Exhibit
DFS-5.
Per ORS (1.476) (935) {541)
Per CWS (7.520) (4.325) (3,195)
{U)} Taxes Other Than Income
31 To adjust payroll taxes associated with the adjusted test year salaries.
Per ORS (4,440) (1,871) (2,569)
Per CWS 23,836 8,384 15,452
32 ORS proposes to remove property laxes associated with Indian Pines
wells no longer used and useful.
Per ORS (1,782) (751 (1,031)
Per CWS 0 o 0
33 To adjust gross receipts and utility/commission taxes afler the
accounting and pro forma adjustments using a factor of .00963081
(.003 for SCDOR and .00663081 for PSC/ORS ).
Per ORS 25,925 2,682 23,243
Per CWS 149 275 (126)
Total Per ORS 19,703 60 19,643
Total Per CWS 23,985 8,659 15,326
(V) Income Taxes
34 To adjust state and federal income taxes after accounting and pro
forma adjustments. See Audit Exhibit DFS-6.
Per ORS (41,838) (75,257) 33419
Per CWS {30,854) (92,390) 61,536
(W) Interest During Construction (IDC)
35 To eliminate IDC for rate making purposes.
Per ORS 12,165 5,125 m
12,165 5,125 7,040

Per CWS
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$ 3 $
Combined Water Sewer
Description Operations Operations Operations
(X} Customer Growth
36 To adjust for customer growth after the accounting and pro forma
adjustments. The growth factors of 0.81667% for water and 0.67547%
for sewer were computed by the Water and Wastewater Department.
Per ORS 7.124 1,390 5,734
Per CWS 0 0 0
{Y) Gross Plant in Service
37 To adjust plant in service for prior rate case adjustments not made by
the Company, nonallowable items, recalculated capitalized time and
retirements as of December 31, 2012,
Per ORS (3,869,198) (1,807,061} (2,062,137
Per CWS (223,885) (94,004) (129,881)
38 To adjust gross plant in service for net pro forma additions occurring
after the test year.
Per ORS 1,604,813 93,140 1,511,673
Per CWS 3,217,848 349,488 2,868,160
39 To remove excess book value in accordance with previous
Commission orders.
Per ORS {1,937,905) (1,123,985} (813,920)
Per CWS (718,143) (416,810) (301,333)
Total Per ORS (4,202,290) (2,837,906) {1,364,384)
Total Per CWS 2,993,963 255,484 2,738,479
{Z} Accumulated Depreciation
40 To adjust accumulated depreciation for pro forma plant additions,
retirements, nonallowable items and recalculated capitalized time, as
well as, depreciation for vehicles and computers.
Per ORS 542,702 261,309 281,393
Per CWS 603,487 137,314 466,173
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3 $ 3
Combined Water Sewer
Description Operations Operations Operations
41 To remove accumulated amortization of excess book value in
accordance with previous Commission orders.
Per ORS 1,289,156 747,710 541,446
Per CWS 0 0 0
Total Per ORS 1,831,858 1,009,019 822,839
Total Per CWS 603,487 137,314 466,173
{AA) Cash Working Capital
42 To adjust cash working capital after accounting and pro forma
adjustments. See Audit Exhibit DFS-7.
Per ORS 74,548 19,709 54,839
Per CWS 29,767 13,343 16,424
{(BB) Contributions in Aid of Construction (CIAC)
43 To adjust CIAC to reflect the amortization of CIAC expense as a result
of ORS Adjustment 31 and the CIAC to Revenue adjustment made in
Docket No. 2011-47-WS.
Per ORS 66,741 (935) 67,676
Per CWS 74,210 3,391 70,819
(CC) Interest Expense
44 To adjust interest on debt using a 52.44% and 47.56% debt to equity
ratio and 6.58% cost of debt. ORS computed allowable interest
expense after accounting and pro forma adjustments. See Audit
Exhibit DFS-8,
Per ORS (150,887) {229,648} 78,761
Per CWS 32,513 {166,588) 199,101
Proposed Increase
(DD) Service Revenuces
45 To adjust water and sewer service revenues for ORS's recalculation of
the Company's proposed rate increase.
Per ORS 2,160,312 678,631 1,481,681
Per CWS 2,107,706 656,352 1,451,354
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Explanation of Accounting and Pro Forma Adjustments
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$ $ 5
Combined Water Sewer
Description Operations Operations Operations
(EE) Miscellancous Revenues
46 To adjust miscellancous revenues for ORS's recalculation of the
Company's proposed rate increase.
Per ORS 38,880 12,138 26,742
Per CWS 0 0 0
(FF) Uncollectible Accounts
47 To adjust for uncollectible accounts associated with the Company's
proposed rate increase.
Per ORS (14.405) (4.525) {9,880)
Per CWS (14,121) (5,823) (8,298)
(GG) Taxes Other Than Income
48 To adjust gross receipts and utility/commission taxes associated with
the Company’s proposed increase using a factor of .00963081 (.003 for
SCDOR and .00663081 for PSC/ORS ).
Per ORS 21,041 6,609 14,432
Per CWS 19,720 6,141 13,579
(HH) Income Taxes
49 To adjust state and federal income taxes associated with the
Company's proposed increase. See Audit Exhibit DFS-6.
Per ORS 827,633 259,960 567,673
Per CWS 793,253 246,478 546,775
(I} Customer Growth
50 To adjust for customer growth after the proposed increase. The growth
factors of 0.81667% for water and 0.67547% for sewer were computed
by the Water and Wastewater Department.
Per ORS 9.618 3,428 6,190
Per CWS 0 0 0




Carolina Water Service, Inc.

Depreciation and Amertization Expense Adjustments

Dcepreciation Adjustment
Gross Plant @ 12/31/12
Add:
Net Plant Adjustment @ 11/05/13
Less:
Organization @ 12/31/12
Land @ 12/31/12
Vehicles @ 12/31/12
Computers @ 12/31/12
Northbrook Allocated Plant @ 12/31/12

Net Plant

Plant Depreciation @ 1.5% (66.67 years)

Vehicles @ 12/31/12
Less: Fully Depreciated Vehicles
Net Vehicles

Vehicle Depreciation @ 16.67% (6 years)

Computers @ 12/31/12
Less: Fully Depreciated Computers
Net Computers
Computer Depreciation @ 12.5% (8 years)

Indian Pines Extraordinary Retirement
Amortization @ 6.67% (15 years)

Northbrook Allocated Plant @ 12/31/12
Add: Northbrook Plant Depreciation

Total Depreciation
Less: Per Books Depreciation
ORS Depreciation Expense Adjustment

Company's Depreciation Expense Adjustment

Amortization of CIAC Adjustment
Gross CIAC @ 12/31/12

Less: CIAC to Revenue (Docket 2011-47-WS)
ORS Adjusted CIAC

CIAC Amortization @ 1.5% (66.67 years)
Less: Per Books Amertization of CIAC

ORS Amortization of CIAC Adjustment

Company's Amortization of CIAC Adjustment

Docket No. 2003-275-\WS
For the Test Year Ended December 31, 2012

Audit Exhibit DFS-5

Combined Water Sewer
Operations Opcrations Operations
) § $
57,248,521 18,302,565 38,945,956
(4,202,290) (2,837,906) (1,364,384)
110,429 82,784 27,645
275,698 185,696 90,002
648,703 245913 402,790
1,839,483 774,912 1,064,571
729,447 307,316 422,131
49,442 471 13,868,038 35,574,433
741,637 208,021 533616
648,703 245913 402,790
244,910 82,558 162,352
403,793 163,355 240,438
67,312 27,231 40,081
1,839,483 774,912 1,064,571
0 0 0
1,839,483 774,912 1,064,571
229,935 96,864 133,071
54,441 54,441 0
3,631 3,631 0
720,447 307,316 422,131
9,737 4,102 5,635
1,052,252 339,849 712,403
1,184,528 415,964 768,564
(132,276) {76,115) (56,161)
22,500 (12,006) 34,506
(22,895,480) (7,812,598) (15,082,882)
71,713 0 71,713
(22,823,767) (7.812,598) (15,011,169)
(342,357) {117,189) (225,168)
(340,881) (116,254) (224,627)
(1,476) (935) (541)
(7.520) (4,325) (3,195)




Carolina Water Service, Inc.
Docket No. 2013-275-\¥S
Computation of Income Taxes
For the Test Year Ended December 31, 2012

After Accounting & Pro Forma Adjustments

Audit Exhibit DFS-6

$ $

Combined Water Sewer

Operations Opcerations Operations
Operating Revenues 8,463,388 2,710,097 5,753,291
Operating Expenses 7,331,994 2,550,190 4,781,804
Net Operating Income Before Taxes 1,131,394 159,907 971,487
Less: Annualized Interest Expense 814,691 177,150 637,541
Taxable Income - State 316,703 (17,243) 333,946
State Income Tax % 5.0% 5.0% 5.0%
State Income Taxes 15,835 (862) 16,697
Less: State Income Taxes Per Book 28,004 11,798 16,206
ORS Adjustment to State Income Taxes {12,169) {12,660) 491
Taxable Income - Federal 300,868 (16,381) 317,249
Federal Income Taxes % 35.0% 35.0% 35.0%
Federal Income Taxes 105,304 (5,733) 111,037
Less: Federal Income Taxes Per Book 134,973 56,864 78,109
ORS Adjustment to Federal Income Taxes (29,669) (62,597) 32,928
ORS Total Adjustment to Income Taxes (41,838) {75,257) 33,419

After Applicant's Proposed Increase
5 $ 3

Combined VWater Sewer

Opcrations Opecrations Opcrations
Operating Revenues 10,648,175 3,396,341 7,251,834
Operating Expenses 7,353,035 2,556,799 4,796,236
Net Operating Income Before Taxes 3,295,140 839,542 2,455,598
Less: Annualized Interest Expense 814,691 177,150 637,541
Taxable Income - State 2,480,449 662,392 1,818,057
State Income Tax % 5.0% 5.0% 5.0%
State Income Taxes 124,023 33,120 90,903
Less: State Income Taxes As Adjusted 15,835 (862) 16,697
ORS Adjustment to State Income Taxes 108,188 33,982 74,206
Taxable Income - Federal 2,356,426 629,272 1,727,154
Federal Income Taxes % 35.0% 35.0% 35.0%
Federal Income Taxes 824,749 220,245 604,504
Less: Federal Income Taxes As Adjusted 105,304 (5,733) 111,037
ORS Adjustment to Federal Income Taxes 719,445 225,978 493,467
ORS Total Adjustment to Income Taxes 827,633 259,960 567,673
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Carolina Water Service, Inc.
Docket No. 2013-275-WS
Cash Working Capital Allowance
For the Test Year Ended December 31, 2012

After Accounting & Pro Forma Adjustments

$ $ $

Combined Water Sewer

Operations Operations Operations
Maintenance Expenses 3,524,801 1,031,398 2,493,403
General Expenses 1,811,134 763,030 1,048,104
Total Expenses for Computation 5,335,935 1,794,428 3,541,507
Allowable Rate 12.50% 12.50% 12.50%
Computed Cash Working Capital 666,992 224,304 442 688
Less: Cash Working Capital - Application Per Books 592,444 204,595 387.849
ORS Cash Working Capital Adjustment 74,548 19,709 54,839

Company's Cash Working Capital Adjustment 29,767 13,343 16,424
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DIRECT TESTIMONY OF
DR. DOUGLAS H. CARLISLE
FOR
THE OFFICE OF REGULATORY STAFF
DOCKET NO. 2013-275-WS
IN RE: APPLICATION OF CAROLINA WATER SERVICE, INCORPORATED FOR
ADJUSTMENT OF RATES AND CHARGES AND MODIFICATION OF CERTAIN
TERMS AND CONDITIONS FOR THE PROVISION OF WATER AND SEWER

SERVICE

Q. WOULD YOU PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND

YOUR BUSINESS EXPERIENCE?

A. | received a Bachelor of Arts from Brown University, a Masters Degree in Public

Administration and a Ph.D. in Government and International Relations, both from the
University of Virginia. | have previously testified before the Public Service Commission
of South Carolina concerning rate of return. | am a Certified Rate of Return Analyst.
After graduate school, I was employed as an evaluator and evaluator-in-charge for about
seven years at the United States Government Accountability Office in Washington, D.C.
After leaving the GAO, | worked as a market consultant and instructor at Midlands
Technical College in South Carolina. Next, | began my employment with the State of
South Carolina at the State Reorganization Commission, which functioned as an audit

follow-up entity. | moved to my next position with the South Carolina House Education
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& Public Works Committee. Before joining ORS, | worked five years for the State Chief
Economist as an analyst in the Economist Research Section and as an adjunct to the
Board of Economist Advisors. | assumed my current position at ORS in 2005.

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

My purpose is to recommend the appropriate range for return on equity for
Carolina Water Service, Inc. (“CWS” or “the Company”). | will present my conclusions
and their bases for the appropriate return on equity for CWS.

Q. WHAT STANDARDS GOVERN RATE OF RETURN?

The Supreme Court of the United States set standards in two landmark decisions.

In the first case, involving a water company, the Court declared:

A public utility is entitled to such rates as will permit it to earn a return on
the value of the property which it employs for the convenience of the
public equal to that generally being made at the same time and in the same
general part of the country on investments in other business undertakings
which are attended by corresponding risks and uncertainties; but it has no
constitutional right to profits such as are realized or anticipated in highly
profitable enterprises or speculative ventures. The return should be
reasonably sufficient to assure confidence in the financial soundness of the
utility and should be adequate, under efficient and economical
management, to maintain and support its credit and enable it to raise the
money necessary for the proper discharge of its duties.*

This decision, the Bluefield decision, was later reinforced by the decision in

another case, Federal Power Commission v. Hope Natural Gas Company:

The fixing of “just and reasonable” rates, involves a balancing of the
investor and consumer interests.... From the investor or company point of
view it is important that there be enough revenue not only for operating
expenses but also for the capital cost of the business. These include
service on the debt and dividends on the stock..... By that standard the
return to the equity owner should be commensurate with returns on
investments in other enterprises having corresponding risks. That return,

! Bluefield Water Works & Improvement Company. v. Public Service Commission of West Virginia, 262 U.S. 679,
692-3 (1923).
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moreover, should be sufficient to assure confidence in the financial

integrity of the enterprise, so as to maintain its credit and attract capital.?
DOES CWS HAVE TRADED COMMON STOCK?

No, its stock is entirely held by Utilities, Inc. of Northbrook, Illinois, which also
has no publicly traded stock. Utilities, Inc. was purchased by Corix Utilities in 2012,
Corix is owned by the British Columbia Investment Management Corporation.

IF NEITHER THE COMPANY NOR ITS PARENT HAS TRADED STOCK, HOW
DID YOU PERFORM YOUR ANALYSIS TO RECOMMEND A RETURN ON
EQUITY?

To develop a fair rate of return recommendation for CWS, | evaluated the return
requirements of investors on the common stock of two groups: publicly held water and
sewerage service companies and a Comparable Earnings Model (“CEM”) group. | then
applied to the first group, two well-known and generally accepted methods for
determining a recommended return on equity, the Discounted Cash Flow (“DCF”) Model
and Capital Asset Pricing Methods (“CAP-M”).

WHY DID YOU EXAMINE DATA ON COMPANIES WITH TRADED STOCK?

First, CWS has asked for its rates to be determined using the rate-of-return on
rate-base methodology. Second, publicly traded water utilities are, after all, in the same
line of business as CWS and so share similar risks. Third, data is far more readily
available about publicly traded companies, so it is practical to use them.

HOW DID YOU SELECT THESE COMPANIES AND GROUPS?

2 Federal Power Commission v. Hope Natural Gas Company, 320 U.S. 591, 603 (1944).
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A

For my DCF analysis | selected those companies classified as “water utilities” by
Value Line or by Yahoo! Finance that engage in water distribution to customers and
obtain most of their revenues from utility services, which include water and sewerage.
For my CEM analysis | selected companies with comparable B’s to those of the
companies in my DCF Proxy Group.

WHAT CAPITAL STRUCTURE DID YOU USE FOR YOUR ANALYSIS OF
CwWs?

I have adopted the structure stated by Mr. Dylan D’Ascendis in his Direct
Testimony. | do not adopt the Company’s interest rate on Long-Term Debt because of the
interest-only provision and higher-than-normal interest rate. These considerations have
led me to suggest an adjustment in the ROE for CWS, which | will discuss later in my

testimony.

WHAT IS THE MOST IMPORTANT OVERALL CONSIDERATION IN

DETERMINING AN APPROPRIATE RETURN ON EQUITY?

Determining comparability is the most important consideration. Under the CEM,
which I use, there is a set of assumptions about production and capital inputs. Under all
other models, there are various assumptions about risk, and these models all focus on
adjusting risk to ascertain what companies are comparable to a regulated utility. As a
preliminary step, each of these risk-adjustment models identifies some benchmark or
standard that is reasoned to be central to investors’ choices. For example, under the DCF,
the stream of benefits or cash-flow from dividends, is central. Under the CAP-M, the
Risk-Free Rate (“Ryf”) takes center stage. | will discuss these methods in more detail

individually, later in my testimony.
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Q.

Q.

WHAT IS THE ROLE THAT ASSESSING RISK PLAYS IN ESTIMATING A
FAIR RETURN FOR CWS?

For any regulated utility, one must determine the risk that the company faces in
order to estimate a fair return. An appropriate return reflects the return investors require
to incur the risk that they face. Economic principles dictate that the higher the risk, the
higher the expected return. So too, the lower the risk, the lower the required return. A
fair return, then, compensates investors proportionately to the risk they face. A fair
return balances investors’ and customers’ interests. Too high a return places a burden on
customers and over-rewards investors. Too low a return places too high a burden on the

utility.

DCF Analysis

WHAT IS THE BASIS FOR THE DCF MODEL?

This model’s basic premise is that investors value stocks based on the stream of
cash flows they can enjoy for the indefinite future and that the only certain flow of cash is
the value of dividends received. The DCF is a perpetuity, so cash must flow indefinitely;
therefore, in the long run, dividend growth cannot exceed company growth. If dividends
were to grow faster than the underlying company growth, the dividend would eventually
become unsustainable, and the model’s basic assumptions would be violated. The growth
in dividends, therefore, cannot exceed the growth in earnings. In fact, all indicators of
growth must, in the long run, grow at rates compatible with each other. The DCF model
is expressed by this formula:

K= D1/Po +0;
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where K = cost of equity capital (ROE); D, = current yearly Dividends per Share

(“DPS”); Po = purchase price; and g = growth.

HOW DO YOU TAKE INTO ACCOUNT THE ASSUMPTIONS ABOUT
GROWTH IN YOUR ANALYSIS?

There are several steps for applying the assumptions of the DCF Model. Each
strategy, in logical order, points to the next.

First, the DCF is a long-term model, so some temporary departures from a
straight-line estimate of ROE are to be expected. This reasoning implies that having
several indicators of growth is better than having just one. My analysis uses four
indicators: 1) Earnings per Share (“EPS”) (Exhibit DHC-2); 2) Book Value per Share
(“BVPS”) (Exhibit DHC-3); 3) Revenue or Earnings (Exhibit DHC-4); and, 4) DPS
(Exhibit DHC-5).

Second, my analysis adheres to a steady-state model by using several periods to
calculate historical trends and to dampen any temporary divergences. This method
provides a more reliable guide to long-term growth. For that reason, | have used three-
five- and ten-year averages/means and medians. This approach lessens the impact of any
transient phenomena. Such reasoning appeals to common sense. For example, an
investor would need some convincing evidence to believe that a company whose earnings
and book value having been growing at 5% would suddenly grow at 25%. On the other
hand, true departures from the trend have to be recognized.

Third, my approach recognizes the importance of analysts’ opinions. Although it
might seem that analysts make their living discovering new trends or departures from old

ones, their predictions also moderate analyses based strictly on historical data and add
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some balance to the estimation of growth. Investors know about analysts and may
consult them and be influenced by estimates.

HOW DOES YOUR DCF ANALYSIS CONFORM TO THE MODEL WITH
REGARD TO THE OTHER TERMS OF THE BASIC DCF EQUATION?

The term, D1/Py, finds a simple expression as Dividend Yield. A very narrow
interpretation of the formula would insist upon using a price from the previous year and
determining the yearly dividend paid as of a year later. Investors know about companies’
histories of dividend increases, however; and they expect increases if a company has a
history of increasing dividends. Companies announce their intention to maintain or
increase their dividends during the year and price data tends to be an average of prices
over time (as in Exhibit DHC-9), so the current dividend yield reflects what has happened
leading up to the current moment. Thus the problem with the dividend yield is not
knowing what it is at a given moment, but rather that investors expect it to grow. Since
investors know that a company may announce an increase in its dividend in the upcoming
twelve months after the dividend yield information is available, a simple convention to
recognize such a possible increase is to multiply the yield by half-again the growth rate,
producing this modified equation:

K = ([D1/Po]*(1+(*29)]) + @

While this equation may seem to violate the assumptions of the DCF by having
dividends outpace growth or by restricting dividends to a growth rate below companies’
growth rates, in fact it is consistent with the model. Expectations of growth are simply
applied to dividend yield in this equation. Dividend yield is brought into balance with

growth because expectations are incorporated into both parts. The difference between
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how expectations are incorporated is that, for growth, they are incorporated in the
development of the “g” number, whereas, in the dividend yield, they are incorporated in
the equation itself.

WHAT DOES YOUR DCF ANALYSIS INDICATE?

My DCF analysis indicates that the appropriate ROE for the Company is 9.56%.
This number comes partly from increased future dividends and dividend yields, pushed
by changes in capital gains and the steady rate of increase and forecasted rates of increase
in Sales, BVPS, and EPS (Exhibit DHC-6). | will highlight some notable features of the
data.

One noteworthy aspect of the DCF results is the greater growth in DPS compared
with the historical trend. This result stands in sharp contrast to those for Sales, BVPS,
and EPS. It is consistent with DCF theory and common sense in that, if companies plan
to increase dividends, they will have less money for other things.

Methodologically, as discussed earlier, the effect of using multiple periods
dampens the recent three-year trend EPS, which would have produced excessively high
ROE’s, had it been used alone. This observation fits the pattern of recovery from
recession and depressed earnings, more severe in non-regulated companies, but present in
regulated water companies, too. The long-term growth is slower than the short-term
growth. The latter shows a sudden jump, and the median result shows that the greatest
jumps come from the larger companies. The two largest companies, American States
Water and American Water Works, have the highest gains in EPS, followed by SJW
Corporation and another large company, Aqua America. All of these EPS results are

shown at Exhibit DHC-2, p.2 of 3.
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CEM Analysis

Q. WHAT IS THE BASIC PREMISE OF THE CEM?

A. This Model focuses on the costs of goods and services that generate earnings. For
this reason, CEM analyses look at changes in book value. Changes in book value
indicate a greater capacity to produce.

The logic of CEM is analogous to that of the DCF. The change in book value
comes from the store of value in retained equity. With prudent management and no
revolutionary developments, the greater the book value of a company, the greater its ROE
should be.

Q. WHAT ARE THE MAJOR CONSIDERATIONS IN IMPLEMENTING THE CEM
AND HOW DID YOU ADDRESS THEM?

A. The Model does not indicate a single approach to ascertaining what is comparable

and so analyses often look at great quantities of data over long periods of time. Analyses
may use whole sectors of the economy, several sectors of the economy, or even stock
indices and show several decades of results. While such approaches mitigate threats to
the Model, there is no single standard for comparability. The lack of a benchmark makes
conclusions from the data judgmental. Although there is nothing wrong with applying
judgment to interpret results, | have elected to use a more formulaic approach in order to
make my analysis more transparent.

The standard | used to select comparable stocks was the range of § that Value
Line provides for the companies in my DCF Proxy Group. Leaving aside academic
arguments about its predictive value,  has intuitive appeal because stocks whose prices

vary in the same manner as those of traded water and water and sewer companies
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probably have something in common with regard to their earning capacity. To further
ensure comparability, | selected only stocks whose ten-year B’s did not stray very far out
of the range of my DCF Proxy Group’s. This approach produced a CEM Proxy Group
that was fairly large — having 130 companies — and that covered several market sectors
(Exhibit DCH-13).

HOW DID YOU APPLY YOUR RATIONALE AND PRECAUTIONS WITH
REGARD TO THE CEM?

I determined the B’s of the utility companies’ stocks composing my DCF Proxy
Group (Exhibit DHC-7). | then used Value Line’s database to select companies whose
current Value Line B’s fell within this range and eliminated companies in the financial
services sector. Removing financial companies was an application of judgment based on
my conclusion that such companies would either lag the overall market or enjoy large
rebounds due to the large role the financial sector played in the recession from which our
country is still recovering. Either lagging or surpassing otherwise comparable companies
would make the financial companies atypical and reduce comparability.

Having obtained a variety of companies with comparable 3’s, I examined the ten-
year -ranges of the companies. Since the overall market has a p of ““1,” it is logical that
the CEM Proxy Group should not contain any companies that were as risky as the overall
market, so | eliminated any companies that had reached that level, which is .15 above the
highest company in my DCF Proxy Group (Exhibit DHC-7). | placed a ten-year B-floor
of less than .15 below the lowest company in my DCF Proxy Group. The selection
procedures produced a CEM Proxy Group of 130 companies with many different lines of

business among them.
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Q.

WHAT INFORMATION ABOUT THESE CEM PROXY GROUP COMPANIES
DID YOU OBTAIN?

| obtained the ten-year book value growth for each company and the Value Line
projected book value growth. | then calculated my CEM results from this group, using
several different procedures.

WHAT WERE THESE PROCEDURES AND WHY DID YOU USE THEM?

I first calculated the simple average or mean book value growth of the CEM
Proxy Group, but | was aware that a few companies had rather extreme values. As a
precaution against allowing a few companies to exert too much influence on the
calculation, | included the median of the values and then calculated the average of the
mean and median growth in book value, for the historical ten-year period and for the
predicted growth (Exhibit DHC-13).

As a defense against variation in book value growth among different levels of f, I
divided the CEM Proxy Group into different 3-ranges — stratifying the Group — by taking
the mean and median of each range and then averaging the ranges. | averaged the
stratified and unstratified results. To reflect the distribution of 3’s within the DCF Proxy
Group, | weighted the stratified results. | averaged this result with the previous result.

The average of the historical and projected book value results is a 10.36% growth
in book value. The average of the stratified historical and projected book value results is
10.28%. These two results averaged together yield 10.32%. The average of the weighted
stratified calculation is 10.10%. Averaging this number with 10.32% produces 10.21%,

which is my CEM result (Exhibit DHC-13, p.5 of 5). It should be noted that
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stratification receives more emphasis using my procedure as a means of ensuring
comparability of the CEM companies to water companies with traded stock.

IS THIS METHODOLOGY BASED MOSTLY ON STRESSING THE
IMPORTANCE OF p?

No. Although B plays a major role in the analysis, the CEM Proxy Group
contains a very wide diversity of companies, from Conagra to PetSmart and from
Microsoft to Johnson & Johnson. The CEM is influenced by several sectors of business,
each with its own characteristics apart from how its stocks co-vary with the market.
Furthermore, this methodology stresses book value growth, as opposed to dividends or

the hurdle- or risk-free-rate.

WHAT NOTABLE TRENDS DID YOUR CEM UNCOVER?

There were two notable trends: (1) as the data was stratified and weighted to
reflect the DCF proxy group, the growth rate in book value declined and (2) future
growth is less than past growth. The first fact is generally consistent with the idea that
measures market risk, although there is some variation. The second fact is consistent
with my DCF input results (Exhibit DHC-3, pp. 2 and 3 of 3). In the longer run, slower
growth in book value should mean slower growth in earnings, although there should be a

lag because past growth in book value indicates present and future growth in earnings.

CAP-M Analysis

Q.

WHAT IS THE BASIC PREMISE OF THE CAP-M?
This model assumes that there is a knowable R;, Market Rate of Return (“Rn”),

and Equity Risk Premium (“ERP”). In this respect, the CAP-M belongs to a family of
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models and methods for which a risk premium is central. The CAP-M uses the B statistic
to adjust the ERP for the risk of particular companies, sectors, or even portions of
companies.
HOW IS THE PREMISE REALIZED IN CAP-M ANALYSIS?

At the basic, general level, CAP-M uses the following formula:

K=Rt+ (B * Rm - Ry)),
Where K is ROE and the other notations are those | have discussed. The innermost
parentheses contain the ERP, which is adjusted for risk by B, with the assumption that all

risks not captured by B can be diversified away.

WHAT ARE SOME OF THE ISSUES SURROUNDING THE CAP-M AND ITS
APPLICATION?

There have been debates about whether 3 properly measures systematic risk, with
some researchers finding that it does not and others finding that it does. Some people
have taken issue with whether B should be adjusted, which is not an issue with my
analysis, since I use Value Line’s adjusted B’s. Another set of issues turns on whether

the Ry is properly measured by the source, Stocks, Bonds, Bills and Inflation, 2013

(“SBBI”, a.k.a. “the Ibbotson book’) or whether different periods of time should be used.
Within that debate is another one on whether to use the arithmetic mean (*“simple
average”) or the geometric mean (“compound annual growth rate”). | use the latter
because it reflects the long-term returns that stocks could have actually brought an
investor.

Although those are the prominent debates, there is another issue concerning the

third term of the CAP-M equation, R;. Although one could argue about whether highly



10

11

12

13

14

15

16

17

18

19

20

21

Direct Testimony of Dr. Douglas H. Carlisle Docket No. 2013-275-WS Carolina Water Service, Inc.

December 3, 2013 Page 14 of 17

rated corporate bonds are truly risk-free or whether one should use longer- or
shorter-term Treasury securities, such discussions are completely overshadowed by the
question of whether actions by the Federal Reserve Board have masked or distorted
market forces in such a way or to such a degree that the R¢ has become unknowable while
the current policy is in effect without any prospect of change. There should be only one
market risk-premium, which can be adjusted for individual companies’ risks, so it is

essential to have confidence in the R benchmark.

DO YOU BELIEVE THAT THE ISSUE WITH THE Rt IN THE CAP-M HAS
BEEN OVERCOME?

While it may have been a concern when the Federal Reserve initiated its “Twist”
policy of buying long-term Treasury securities, | believe that this concern is rapidly
disappearing. My reasoning is threefold. First, there are clear signs that the Federal
Reserve’s policy is coming to an end, albeit a very gradual one, and there are definite
market responses anticipating the end of the policy. Second, it is possible that the policy
will end sooner for longer-term securities than for shorter-term ones. This second reason
is that the “Twist” policy came about later than the initial intervention and the market has
already anticipated an exit from it as demonstrated by the increasing steepness of the
yield curve (see Exhibit DHC-11). Since | consider the CAP-M to be more accurate
when there is either notable interaction between idiosyncratic risk and B2 or in the
long-run®, recent reactions to the mere possibility of a slowing of Federal Reserve

purchases, sometimes called the “Taper,” indicate that it is not too soon to use the

% “Beta Is Still Useful!” a paper byYexiao Xu and Yihua Zhao, School of Management, The University of Texas at
Dallas, November 2011 revision.

* Ravi Jagannathan and Ellen R. McGrattan, “The CAPM Debate,” Federal Reserve Bank of Minneapolis Quarterly
Review, Vol. 19, No. 4, fall 1995, pp. 2-17.
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CAP-M again. The third indication that the R¢ is now more knowable is that long-term
Treasury rates have begun to rise (Exhibit DHC-11).

Over four-fifths of the professional economists who were polled by Blue Chip
responded that they thought the Taper would be announced at least by the March meeting
of the Federal Open Market Committee.> In other words, almost all of the economists
thought that Quantitative Easing — the Federal Reserve’s purchasing of $85 billion per
month in Treasury and mortgage-backed securities — would begin to end in the first
quarter of 2014. A decrease in purchases of Treasury securities by the Federal Reserve
will decrease their price and increase their interest rates. With higher governmental rates,
the hurdle that corporate bonds will have to clear in order to attract investors will be
higher, so it is likely corporate bond rates will rise, too. For the CAP-M, the effect upon
Treasury securities is the more important and more direct effect of the termination of
Federal Reserve policy. Market forces will once again set the Ry, and we will have a
good idea of what the ERP is. That the interest rates of Treasury bonds are already rising
indicates the market is “pricing in” this upcoming change (Exhibit DHC-14, entire).
HOW DID YOU PERFORM YOUR CAP-M?

For the R¢ | used the projected 30-year Treasury bond yield, using a projection
from a poll of economists conducted by Blue Chip™. This consensus forecast looks 18
months into the future. It is currently 4.2% (Exhibit DHC-8). For the Ry, | used the
compound average growth rate for stocks as published in SBBI. | averaged the returns
for the deciles of company size and obtained an average (geometric mean or compound

annual growth rate) of 11.1% (Exhibit DHC-8). The ERP is the difference of these two

® Blue Chip Financial Forecasts, Vol. 32, No. 11, November 1, 2013, p.14.
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numbers, or 6.9. The median [ for the water companies in my DCF Proxy Group is 0.70.
When one multiplies 6.9% by 0.70, the result is 4.83, which is the risk-adjusted ERP.
This step is necessary because not all equities are equally risky. It is, therefore, necessary
to take into account how they vary with other equities, which is what  measures. The
calculation shows that a company comparable to CWS should receive 4.83 above the Ry,

which is 9.03 (Exhibit DHC-8).

Conclusion

WHAT IS THE RANGE OF YOUR RESULTS?

The top of my range is my CEM result, at 10.21 and the bottom of my range is
9.03, which is my CAP-M result. My DCF result was 9.56%. The average of my results
iS5 9.60%.

DO YOU HAVE A RECOMMENDATION WITHIN YOUR RANGE, BASED ON
ANY SPECIAL CONSIDERATIONS THAT YOU BELIEVE APPROPRIATE
FOR EVALUATING YOUR RANGE?

I suggest that more weight be placed on the bottom half of the range. The parent
company undertook an expensive form of debt at rates that were above the market at the
time the debt was incurred and has shown no inclination to dilute that expensive rate.
Utilities, Inc. cannot escape the debt by paying off earlier without being required to make
the lenders whole immediately, and it has chosen to make significant payments by having
an interest-only phase of the loan. Undoubtedly, some portion of what the Company’s
customers pay in their bills goes to pay the excessive interest incurred by the parent

company. Since the risk posed by this high rate did not arise because of any actions of
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CWS, CWS’s customers should not have to pay for it. Accordingly, | recommend the
lower half of my range.
Q. DOES THIS CONCLUDE YOUR TESTIMONY?

Yes, it does.
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Office of Regulatory Staff

Economic Overview

Carolina Water Service, Inc.
Docket #2013-275-WS

A Review of Some Major Events of the Recession and Recovery

Over the past five-and-a-half years, the United States has experienced dramatic economic
changes. The landmark for these changes was the March 2008 insolvency of Bear Stearns. The firm’s
hedge funds held subprime mortgages with large losses, leading to its sale to J. P. Morgan Chase. The
trouble spread to major Wall Street firms that had loaned money on the basis of assets that turned out to
be worth less than thought. Falling prices of houses and equities reduced the wealth of households and
created uncertainty about the economy. The S&P 500 Index fell as much as 50% during 2008 and
housing prices fell 13% in the twelve-month run-up to the recession. A large number of banks and other
financial institutions had balance sheets that were suddenly deemed untrustworthy because they reflected
holdings of securities whose underlying value was tied to houses purchased with nontraditional
mortgages. The best known example of the sudden collapse in trust is the bankruptcy of Lehman
Brothers on September 15, 2008, the largest bankruptcy filing in U.S. history, with Lehman holding over

$600 billion in assets. '

When falling housing prices led to defaults and foreclosures, the value of corporate assets
suffered. Moreover, some financial instruments, such as credit default swaps, greatly magnified the
effects of declining value. Fannie Mae lost $29 Billion on Write-Downs.  The Federal Reserve

announced that it planned to buy up $600 billion in debt and mortgage-backed securities from Fannie

! v ehman folds with record $613 billion debt”. Marketwatch. 2008-09-15.
http://www.marketwatch.com/news/story/story.aspx?guid={2FESAC05-597A-4E71-A2D5-
9B9FCC290520)&siteid=rss. Retrieved on 2008-09-15.




EXHIBIT DHC-1
Page 2 of 6
Mae, Freddie Mac and Ginnie Mae, the three government-sponsored finance firms established to promote

home ownership.

As a result of steep drops in the value of assets and a dramatic drop in the willingness to lend, the
Federal Reserve began a series of cuts in the Federal Funds Rate, the rate at which it lends banks money,
starting with a half percent cut to 5.75% on August 16, 2007 and culminating in a drop on December 16,
2008 to a range between 0.0% and 0.25%. On November 10, 2008, the US Treasury announced
investment of 40 billion dollars in preferred stock of AIG. In the First Quarter of 2009, the Federal

Reserve purchased $1.25 trillion in mortgage-backed securities and $200 billion in agency debt.

On March 18, 2009, the Federal Reserve announced plans to purchase up to $300 billion of
longer-term Treasury securities. On June 24, 2009, it reiterated its plans to buy Treasury securities.
Because the Federal Reserve had set rates near zero already, it could not cut them much. If there were
deflation, real interest rates would rise, so its latest move circumvented the limitations of interest-rate
policy by injecting liquidity directly into the monetary system through a variety of devices but especially

through special credit facilities.”

The Federal Reserve’s special programs were designed to ease credit in the face of illiquidity
arising from the credit crisis that was both cause and result of the recession. Two measures of illiquidity,

the “TED Spread” and the “OIS-LIBOR Spread” had widened dramatically. The former is the difference

? Most of the rest of the above discussion comes from these sources;
Federal Reserve Bank of St. Louis: January 2009 "Man the Lifeboats!” By Kevin L. Kliesen; and,

“The Global Economic & Financial Crisis: A Timeline,” Mauro F. Guillén Director of the Lauder Institute, Wharton
School, University of Pennsylvania [no date; see:

http://lauder.wharton.upenn.edu/pages/pdf/class info/Chronology Economic Financial Crisis.pdf]
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between the Three-Month U.S. Treasury Bill rate and the London Interbank Offered Rate (“LIBOR™).}
The latter is the difference between the Overnight Indexed Swap (“OIS™) and LIBOR. Both of these
indicators shot up during the credit crisis, but returned to near-normal levels. As a result of the return to a

more normal credit situation, the Federal Reserve let these special facilities lapse.*

As some measure of confidence returned among financial institutions, lingering distrust and the
prospect of deflation led the Federal Reserve to begin its “Quantitative Easing” (“QE") policies in late
2008. Under these policies, the Federal Reserve sought to overcome the “Zero Bound” problem: the
inability to lower interest rates below zero. By buying US Treasury securities, the QE policies effectively
lowered interest rates below zero in order to avoid deflation, economic stagnation or decline, and to
stimulate the economy. Part of this effort involved a shift into Treasury bonds away from shorter-term
instruments, a policy partly begun in the second stage of QE. The policy, known as the “Twist,” involved
the Federal Reserve’s getting out of shorter term Treasuries and into Longer-Term Treasuries in order to
stimulate lending in capital projects. As there have been indications that the Federal Reserve is about to
slow its purchases of Treasury securities, interest rates have increased. At the same time, additional
financial pressure has been placed on companies by recent changes in tax law, which increases the capital
gains tax on stock dividends and therefore the need for companies to increase their dividend yields.
Nonetheless, as GDP continues to grow and unemployment declines very slowly, the very slowness of

recovery from the recession five years ago should help companies with reliable growth.

Currently, the Federal Reserve remains on course, instructing the Federal Reserve Bank of New
York to purchase $85 billion per month (Exhibit DHC-14a&b), divided between mortgage-backed

securities and longer-term Treasury securities. In Jjuly, the Federal Reserve’s Open-Market Committee

? |t used to be the difference between the Euro-Dollar futures contract and the Three-Month U.S. Treasury Bill
rate, thence the name “TED" (“Treasury/Eurodollar”)
* Federal Reserve Statement, January 2009:

hitp.//federalreserve.gov/newsevents/press/monetary/20090128a.htm
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maintained a target inflation rate of no more than 2% and the target unemployment rate of 6.5%.” (See
also DHC-12.) Leading up to this meeting there was some pulling back in stock values, tracked by the

Federal Reserve itself:

'~ Stock Market, Selected Statistics (1.36) °

Oct | Nov Dec I Jan | Feb | Mar | Apr May | Jun |

Indicator 2010 | 201 | 2092 | 5517 | 2012 | 2012 | 2013 | 2043 | 2013 | 2013 | 2013 | 2013

‘

New York Stock - | |
1 Exchange {Dac, | 723354 | 7.86245 | B00324 | B,20567 | 812960 | 836774 | 875086 | 680607 | 003820 | B0S221 | 944035 | B204.40
| 31, 1965230) | | ; E | |
|

Prices and trading volume (averages of daily figures) [

Commwon stock
prices (indexes)

B

: o . x =
| Standard & | [
2 | g:::nuon 113287 | 126784 | 137935 | 143782 | 139451 | 142220 | 1.480.40 | 1.512.31 | 185083 | 157070 | 1.630.84 | 181877
(1941-1943=10)! { | |
I | |

American Stock |
3 | Exchange (Aulg. 183870 | 228519 | 237755 243056 | 2370236 | 237480 | 2230022 239241 | 240179 | 2377.81 | 242940 | 201,15
| 31,1973 = 50) 1 |

* Minutes of the Federal Open Market Committee, July 30-31, 2013. See;
http://www.federalreserve.gov/monetarypolicy/fomcminutes20130731.htm

® http://www.federalreserve.gov/econresdata/releases/stockstats/current.htm
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Anxiety about “tapering,” led to reactions such as this one reported in Bloomberg/Business

Week: “U.S. stocks fell, giving the Dow Jones Industrial Average its longest slump in 13 months, as

minutes of the Federal Reserve's July meeting showed officials support stimulus cuts this year if the
economy improves.”” The market is beginning to react and to place prices on the consequences of
gradual Federal Reserve withdrawal from its current policies. While the Federal Reserve may not initiate
the Taper on any set schedule, there is little doubt that the change is coming and investors in the stock

market believe it is coming.

The sequestration of this spring and the stalemate in Congress’s budgeting and appropriations
of September 30, 2013, stand nominally as budgetary issues, but are effectively fiscal, monetary, and
macroeconomic policies. The impact of these policies would appear to affect the credit of the United
States and, possibly, of U.S. bonds. Standard & Poor's has issued a statement, however, that does not
anticipate any immediate increase in bond rates nor a decrease in the credit rating of the United States
Government.? Interestingly, this statement anticipated both the budgetary stalemate and the delay in
tapering recently announced by Federal Reserve Chairman Benjamin Bernanke (Exhibit DHC-14a). The
statement by Standard & Poor’s came out on July 22, 2013 and was re-released on September 30, 2013.

That such an analysis exists and that it anticipated the current deadlock by two months suggests that

7 Bloomberg News, “U.S. Stocks Fall as Fed Minutes Show Support for Tapering,” by Lu Wang and Alex Barinka
August 21, 2013, http://www.businessweek.com/news/2013-08-21/u-dot-s-dot-stock-index-futures-decline-
before-federal-reserve-minutes

Bhtt;;s:{[W\.-ww.glc:'baIt:retflitgv:artal.cclm/ratinﬁ!sdin*ectlrenderArtit:I.c-_.de?artit:Ield=11Ei4747&Sc:t.¢\rth:|=170085&from=c
M&nsl code=LIME

This page was accessed through “The Debt Ceiling Debate Is Unlikely To Change The U.S. Sovereign Rating” at:
https://ratings.standardandpoors.com/governments/sovereign/US-

Rating.htmi?elg=56690c9665ff40c7a46ab1d0310b84al



EXHIBIT DHC-1
Page 6 of 6

bond markets and stock markets have already priced in the recent events. Some pulling back from
recent upticks in bond rates (Exhibit DHC-11, p. 2 of 3) accompanied the surprise announcement that

the Federal Reserve would not initiate the “Taper,” the slowing of bond purchases,



1 101 00'1 I cl'l 001 86'0 P01 140 P01 811 6’0 0D 1B Y0

or'l 901 rAN| 1200 SL'O P0°1 L8O 901 6C’1 96°0 Ll 101 ‘d1o) mrs
111 L0'1 380 £e'l 18°0 0’1 90°1 Sl L6'0 0T'1 $8°0 I 1918\ XISUPPIN
S | 00'1 $6°0 L0l 90'1 oe'l 6°0 9L’0 10°1 £0'1 66°0 NS 1N JROPdNTOD)
8L°0 60’1 S6°0 £6°0 €01 LTl <l 16°0 10°1 0Tl L6°0 pe'l 19BAp BlUIOJNBD
£6°0 9¢'l €80 £0°'I £l 96°0 £6°0 0c'1 el €11 P80 g SIAINOSAY UeISIIY
(A1 SOl SI'l1 o'l LO'1 ) ) i BLWY enby
0’1 A crl i PI'l e o i T o et = > SHIOA 10)BAp UBILIDIY
90’1 9Z'1 10°1 (A #0'1 96°0 1T'1 20l STl om _ ww 0 oo { 19IBAA SIEYS UEDLIAUTY

e

OI0CGUIT BOOT L00T 9007 S00T FOOT €007 Z00T
ATBI .,::_ NEH ARG .:._:,__ D0 oy

sapouatisn pnd Spongon 1and a4p soquanu gz, ajoN G-DHQ NQUEXg Ut anpn g 1a2unog
SLOS  |zues  [yres  [IL08  |pyes  |ises  [ises  [sses  [oses  fevos er0s  |ovos  [svos | 0 19)B M 10X
0E'ts  BI1S LIS 808 1808 80'IS  HO'IS 6I'IS  TI'IS  L8'0S 1608 BL'OS  LL0% ‘d10D Mrs
001S losos w0 o60s |zcos  |exos  [Lwos [wwes  [rces  svcos (1908 [cros  [ogos | I0JBAN XISIDPIN

09'IS  €5'IS nm.m.n tI'Is 6118 IT'IS  s0'18 1808 8808 9I'IS SI'IS IIIS  E€I'IS MIAIIG INBAL INOPIUEDD
080 |20IS  |oR0S 1608 |860s  [se'0s  [sues |Lses  |pios  |ecos  |1o0s  [evos

| I2)BA\ BILLIOJ[RD)
SUIS €IS €90 OFIS 605 9F'0S 060 LGOS I80S  ZL0S  bo0S  9L0S | 592In0SY uBISILIY
SIS [cg0s  skos  |wies  [zves  [sses _isos £ros BopIoUIY wnby

0T°I8  Ir'ts LIS €518 STIS  o0l'IS e = nuﬁnﬁﬁﬁvh%ﬂ SHIOAA INBAA URILINDY
0538 118 Joris |urs wos Jaces %Elmﬁi%%l Jopu sayeis uwoLwmy

SUNVTALSTINVAINOD

vIC TIIE [ RN L RENIE L = FO0T LT clhng L

QHERTN 3: /

" SM-SLZ-€102# ioysoq
B)B( [Bd1I0)SIH -- dxeyS J3d sSurmrey

"u] ‘adIAdag 19JBAN BUTOIR))

Jye1$ A10je[n3ay yo 30130

£J0 | o8eq
T-OHA LIgIHXA



%0€°L

_X..mlv.m Qca .X-ﬁ LTI AR TS T T I T AR KR

S35B.IIAY Y90 HL %9501 %IL’S %b9's Y05°S Yot6'y SURIDI |
polia g %998 Y99°L Yol6'L %90°L 969 %609
Jo oduraay
7981 Y%b8'1 YIL'S Y%b9'S %6’y YeBL'¥ 0D 1T HI0A
Y1791 %Ll9'S1 YIS Ya8L'E %6y %t9't "d1o) Mrs
6’1 %lE'l %00'p Y9ET %809 %L0's INVAA XISIPPIN
pYANY “%6T°T1 %ty'8 %65°L %t9' %9¢°¢ NIALG INBAL JudIIUTC)
Yl8'T- Y 0T Yob6b'T- Y 8E'¢- YoLl'E YeSLT A9EA\ BlUIOJIED)
%0 %91 %68°S YoLO'Y %019 Y%80°S $301N052} uBlsapLy
YEp'Ll Y6891 %90°ST %L9'p1 Yl6'6 %09°6 DY enby
R TAR Y%L8°T1 %80°S1 YL8VI1 . ey s SHIOM 12JBAN UEILIDUIY
Ye90'11 Ye95°01 YI8'bI % L6'El % ZESI Yolb VI JNBAA SA)B)S uBDILIIWTY
opdturg - punoduia) Aadung  punodino:)y g punodo) STINY DIV
ORI BB L sasRIINY NG LN RIOANAIAT ] q
SM-SLE-EIOTH 12Y20q
ATewuing [edL103STH -- 1eyg Jod sSurmiey
*3U] ‘93IAIDG JOIBAA BUIjOIE))
JeIg A103em3ay Jo YjO
£Jo g adeq

¢"OHA LIdIHX3a



Uy.;. QU.: .wU\UHuN.lthd&UGN: ’ NS Qm—\:. -u.un..uut.ﬁ&__.ﬁwanxuuﬂ i:QQ.\Q\ﬂ: g
2IVY YIMOLD [onuny punodio)= v, '6-IHT NQUXT 298 ‘aury a4,

o . HDIPAN 3 uvapy fo adniony
%o 6L"9 08 A o 00 L p S
AU NST %0 L %00°¢ %lT'S %I1°9 usIps
Jo a8n.iaay %566 %0L°¢ 2%€6°9 288°L unapy
%6 Pl %06t %011 %SE'S 06’0 0D 1B HIOX
%0L'E %001 20L°€ %119 091 ‘d1o) mrs
%c0'T %0L'T %¥0°C %L0Y SI'l ACAN XOSIPPITA
%00°¢ %600'¢ %200°¢ %ct't 081 NAIRG AL JNONIITTO))
%IV 6l %009 %009 %191 SE'l AIBAA THUIOJI[ED)
k1Ll %00t Yrl'L] Sobl'L] €T SIIIN0SIY UBISIIY
%0F L %008°¢ %Ll’S %S89 1| eRWY wnby
%9¢°8 SaSH L %9T1°L %IT8 06'c SHAODAA 19JBAN UBILIDUWTY
%00°¢C %00'C %00'C %b9'€ oLl 1ATAA 53)BIS UBILIdHY

5.0 N3}

ooyuy

Sy

STINVIINOD

LUV 30 A
SH-§LT-E10T# 10y20q
Arewiung [{e12AQ) 7p sajemysy -- dieys Jod sSurmaey
‘U] ‘IIAIIG Id)BA BUI[OIR))

Jye1s A10)eM3ay Jo 39310

£Jo ¢ a8eq
¢-OHA LIFIHXH



PO 0’1 P01 v0'1 el'l t0'1 o'l 1o | (VN STt 0’1 €01 00 1¥BM HlI0X

so'i PO'1 £l 'l 860 80°1 £0'l or'l o0l Il 80°1 £0°1 "d10) LS
(£ 'l 10°1 80'1 £0°] 00°1 201 Sl E0°t 901 £0°'1 P01 ANV XISOPPIIN
0l YA €0l €01 P0°1 o'l €01 10°1 SOt SOt 0’1 60°1 NNAIDT 1B JNIIIANCT)
601 S0°1 £0'1 £0'1 PO°1 SOl a0l SI'i i 80°1 o1t IJBAN BIOIOJEDy

£0°1 SO'1 01 01 TO1 ST 901 P01 €01 £6°0 S22.INOSIY WRISITY
EI'l o1l 90'1 S0l P01 L0 SO 1Tt A WY enby
SOl $0'1 701 £0°'1 680  FUnEUEHHES & SHIOAA J2JRAN UBILIDNY

00'1 60°1 501

00T OHT <00¢ F0oN¢

'l
snng

J2JBAN SIS UBIIIWY
SHUV AL LSTINVAINOD

G

B-DHQ HQuyxg ‘aury anjug amog

SO8S  [EL4S  |sWIS  l6KLS (7698 [pT9S LSS [vess  [sevs  [sows  Joows oges | 0D JAJBA IO
or'sIS [ ¥As ¢ 0TFIS  SLUEIS  99°E1S  66°CIS 06'TIS SPIIS  ZLOIS II'0IS  II'6§  Op'SS ‘d1o Mrs
SUTIS  [8VTIS  [4TEIS  (eTTIS  [eE0s [eoors [So'0rs [zses  forms  |zoss  lovus [opus | 3B X05IPPIIN
stUL1S 68°918 LR £ SO0'EIS L9TIS €TTIS S6'TIS O091IS  ZISTIIS $60IS  9F0IS  90'0IS WIAIIG JNBAA JNOPIIUUOD)
WreIs (ST LIS [syels  [erors |twes  [sTes  [Loes  |oes Twﬁ |zeLs  |osos | 12IBAA RITLION[ED
..... o LSEIS ZIEIS PPUS  SUTIS 9BTIS 99°TIS  SI0IS 0965 19765 1065 S9°6S 530.1n053Y wEISILIY
o688 ogis  [1rus  [wos  josos  |oves [swss [isss  [poss wiRwy waby
0y'978 or'szs IUPIS  65°€T8 16'7LS  v9sI8 P o S0 1BAN UBILIWY
SEIIS |08'TIS  pROIS  (EroIs J9JBAA SIS UBILIIUNY

10z LIOT ol ehig LT ¥ SO0 HIOT E g SUVALSHINVAINGD
: : Qs g

SH-SLZ-E10Z# 194900
v3u( [BOLIOSIH — SIAY
"JUJ ‘9IIAIIS JAJBA\ BUT[OIR))

Je1s A103e[n3ay jo 1RO

€Jo | adey
£-0OHJ LIgnix:



Y%bl'S

TobL ¥ TITS T05'S

UUIPAY N U 10 aB Ay

sadeloAy %S8E %S8E %i9S %LSS %e6F'S PA T sunpaly
poug %l9S %88°S %L9'P Y%lS'y YEL'S %79°S SUBD Y
Jo adeaoay

Y8t %b8'E %9 YLS'S YbT'L %80°L ‘0D JNBAA HI0X
YeS8°E %S8'E % L6’ Y%b6'l %I1S°S %6€°S ‘d1o) Mrs
%78°1 %81 Y% bT't Y%llt YESt %Sty ANBAN XASIAPPIIAL
%ET°01 YaSL6 Y9%°L Y%lI'L %ItS %ELS NIAIDG JHBAA JNONIDTUO))
%988 %t9'8 Ye6L'9 %£9°9 PLYARY %889 JNEM BlLIOJITED)
8Lt YeLL'E %60°€ %80°¢ %8st Y9t §32.IN0SAY urIsIpIYy
%LE'6 %aEE'6 %be'L %6T'L wLPuY eaby
%E8'E %8t %9L°0 Y0650 SHIOA JOIBAN UBILIDIIY
%EY'S YolE'S %YLL'S YotL'S JRBAA SIS UBILIAUY
spduny punoduo) Ny punodiuuo y Moy punoduio SISV IV

NIGRADAN I -y CRBRIMVRIEGR SRR TR RS T

SHM~SLT-ET0Z# 19Y20q

Alewuing [[B19AQ 79 s3jewnSH ‘ArewwNg [BILI0}SIE -- daeys Jad ane A ooy
U] ‘IAIIG IIBAA BUI[OIB)
JJe)rs A10)e[n3say jo IO
gJo g olled
€-OHA LI9IHXA



6-OHQ NGyxg :a24n0g,

£Jo ¢ 33eg
£-OHA LIGIHX3

To6b b
Y6Vt
Y6
%l6’l
 TAAY
%0L'T
%l6'f
%8T't

F IRy

upipapy ¥ unapy Jo asosany

09'8$
S1'618
06Z1$
0b"0z$
0018

AT Pt AT F

-

ket ool o S o el o e |

%09°L
%cCL'E
%l1t'S

0S°'11$
00°0¢$
SThIS

upIpapy
unapy
"0 1JUAA HIOX
*di1o) prs
I2UAA XOSA[PPIAI

IDIAIIG JIIVAA JNINDIIUTO))

INeAL RIUIOJIED)
$92.1N0S3}Y NBISINAY

B3 wY enby

SHAOA JIJBAA UTBILIZWTY
JIJUAN SHLIS UBILIIWY
STINVJIINOD

SM-SLT-E102H 13320
Areurming 29 sdjemnsy -~ SIAL
U] ‘INAIIG 12JBAN BUI[OIE))

Jeis Ax103em3ay jJo IO



o'l 0l v0'l S0l el POl 60'1 Lol 611 80°1 Lol 0D ANTM HA0X

60°1 60°1 1 00°1 86°0 L0'1 60’1 SO'1 80'1  II'l €01 d10D) IS
60'1 801 660 £r'l 00'1 90’1 90’1 601 SOl Il 0l JJUA XOSOIPPIIA
€11 171 SO'1 AR L60 pO"1 9Tt 660 860 €01 €01 IATIG JIJVAL INONIIULOD)
50’1 Tl 60'1 701 01’1 ZI'l oI'l POl 0T PI'T SOl I2JUAA TIUIOJI[BD)

80°1 001 LO'1 80°1 LO'T T vl Pl 6071 0’1 5321050} UBISNIY
v0'1 90°1 86'0 80'1 LO'T POl €T L0 ar 0Tl pI wopIwy unby
€0°1 80'1 86°0 1t vo'l st rh ,M- b e A G R R SHI0AN J9IBA UMY
£0'1 1t SO’ 01’1 £1'1 90°1 AN R 2N o'l LOT 201 1JBA SIEIS UBILIIWY
L8 ik c g LIOE D10E it 800 L00Z 900¢ <00¢ 00 £007 SUNVIANSHINVIINO D

LEI A SNOIAJLJ 1DA0 ATURL D) JO SONRY

6-DHQT NYNXT DULT ANfO,L SA2R0G

00EPS  OVTKS  09°0PS  00GES  00°LES  08'ZES  OVIES OL'8ZS  08'9ZS 0S'ZZ$ 067078 "0)) 198 HI0X
00°S8T8  09°I9Z8  00°6EZS  09°SITS  OI'9ITS  0C'0ZZS 09°90Z8 0Z'68IS OI'08IS 06'09IS 0L'GHIS "d1o) mrs
00°0ZT$  OF'OTIS  OT'TOIS  (0L°Z0I8  (0TI6S  '00°IGS  0T'98S 'OTTIBS  00°PLS OD'TLS OL'POS IBAN XaSAPPIAI
00°568  08'€BS  OV'69§  0V'998  OP'GSS  OC'I9S  00'6SS 06O¥S  O0SLYS 0S'8PS  OI'LPS | 9DIAIDS J9JEAN JNINIIUTOT)
000658 007095§  0BTOSS  0F'09YS  OM6YPS  OEOIPS OT'LOES OL'VESS OL'OZES '09°'STES OTLLZS 19jep) BIUIOJIE)

09'0L3  O1'S9S  06'v9S  06'095  0T'9SS  0S'ISS OELPS  OE'SKS 09'6ES  0C9ES $22.IN0SY UV[SIIY
00°06LS  (O8'LSLS (OU'TILS 0T'9ZL8  0ST0L9S 007798 (0ST09% OS'EESS 08'06PS 00THPS 0TL9ES mLurY enby
00096°ZS  06'9L8'ZS 07'999'ZS OLDIL'ZTS OLOPPZS 06DEE'TS [ T e S0 JOJBAL UEILIDIY
0008V 06998 0EGIYS  |06'86ES  (00°I9ES OL'SIES [0V'IOSS (09'897S 0T'9ETS |00°STZS OL'TIZS | 10jeAp $218)G UdLIWY
£ 10T iz 10T 0102 600T  BOOT  LOOT I S00T F00T €00 SUVHASUINVEINOD

S, 000:000-%

SH-SLT-EI0TH 12320

BJE(] [EII0ISIH -~ SONUIAIY /SIS
U] ‘9D1AIDG JIJBAA BUNJOIE))

Jeis L10)en3ay Jo 2240

g Jo | adeyg
~OHA LIgIHXH



Yo6V°9 _

sadedaay
potiag

%98'S
%lPs
0%6E°9

YIEE
YSL'6
Y%Ib'S
Y% 88°T1
%598
Y%Il'S
Y% 16'T
YaSU'E
%IF9
adurg

Y%TE9

Y IEE
YSL'6
Y%EE'S
%89°C1
%T9°8
YeS0°S
%S8°T
%86'T
%99
punoduio?)

SOBLAIAY A\ -¢

£ o 7adeg
p-OHA LIFIHXE

%609
%I18°S
Y 6V'9

%t9s
Yolv'S
YIBS
%976
%8S°L
%S19
%6Ly
Yt6'y
%198
adwrg

SIBBIIAY "IA-C

%69'S
%8E°9

%95°'S
Y%8T'S
%69°s
%916
NhsL
%019
YEL'Y
Yob8P
YebS'8
punodwio)

SM-SLZ-£107# ipo0q
Axewrming [BILIO)SIF] -- SONUIAIY/SI[BS

%IS’L
%t€9°L
%lS L

Yo6S'L
%L
YSS'9
YL9'L
Y%T6'L
Y%eSH'L
%118

apdung

Yobb'L
%bb'L

Ye8F'L
%%9°9
%Ly9
YlTL
%S8'L
Y% 6t'L
HEL
%88
punoduion)

SOBBAIAY AA-(]

U] ‘9IAIAG JI)EAN BUI[OIE))

Je1s A1oyemsay jo 9110

-k — .h el el s s gl

%558

HUIPALY 7 MDY JO IBEIIAY

SURIPI[A]
SUBIY]

0D 19)BAL 10X

d10D MrS

A0)BAA XISIIPPIIA

INAIIG JIBAA INIIIUUO))
IJBAL BILIOJIED)
$22.4N0SY UBISILIY
Y enby

SHIOAA J2]JBAA UBLISUIY
JIBAA SAIN)G UBILINUY
SHINVAINOD




SPUINSI 4DIA-F 'INIS GIN DOUDULI]OOYD] =, 004V [,
PADINOID SHM YIMOUT 0, YIM04T o uny) aoyna ‘sa.nBif § papraosd aury ango g,

%509 | %163 TS TATT ubtpopy p wnop fo aSvuany
sapnunsy %0% S %06 7 %60 L umpapy
Jo 28papay 2496°9 %09€°S %569 uvapy

%8E S %008 %0rty  0S "0 19)BA\ HA0X

%16 %07 %918 SLE d1o) MrS

%9T'S %01 %6S’'L  SSI 12)BAN XISA[PPIAL

%9171 %09°E %9S'01  SEl 21A19§ JIJBAA JNONIITUO

9% 1 A o)

%LEL %069 %606 008 I9)BAA BIWIOJI[ED)

%LOS %06'y e S02N0SAY UT[SIIY

%18y %0€" b %6Tt  SI6 vy enby

% b6t %0Z'S %669 0SLE SHIOA J3JUAA UBILIOUTY

%91°6 %0001 %0Sy 09 I2)BAA SAIVIS UBILINWY

syouy

Jooyqu g SAINVAINOD

DU AN A

SHM-SLT-E10z# 19y20q
Arewuing [[BISAQ 29 SIIBUINST -- SINUIAIY /SIS
U ‘ANAIIG IABAA BUI[0IB)
Jeis Axoyen3ay Jo 3d0yJ0
€30 ¢ afeg
p-OHA LIGIHXA



£0'1 10°1 0’1 [N rO'l 'l LO'1 Lol 801 S0'1 90°1 L0l 0D 1NN HI0X

€01 €01 101 €01 TOT LOL LOT 80°T  HO'T #O'L LOTT LO'L ‘d10) MFS
80T 10T 10T 10T 1071 101 10T 101 Tl T01 €01 0N J2)BAN XISIPPIIA
20’1 Wl ol W1 0l 101 01 10T 101 101 201 1071 IAIIG IDIBAL INIRIIUUOY)
@l Tt g0t Tt 00l TO'L O 00T TOT 001 T 00T 001 JIEAN BlUIOJI[BD
10 I 7 O 10T 0T 101 801 801 SOT SOl ¥OT €01 SO S32IN0SIY UBISNIY
LOT 801 901 LOTL LOT 801 601 601 OI'l  $0't 80T 801 BaLIdWY enby
orr SOl 901 SO'I €01 . { “ | _ . “ SHACAA JJBAN UBDLIAIIY

i . 4 |
6l'l 9I'l 90°'1 0l [ 0’1 ¥0°1 0’1 0’1 00'1 0l JAJBAN S9)U)§ ULdLIIWY
£1oe |1 110¢ 010¢ 608¢ 800¢ LOUT S00¢ S00¢ o0t t00e 00¢ SUVANL L SHINVIINOD
ABI A SNOIAILJ 1940 ABUEL ) JO SONBY

6-DH MY 224109 #nad jpuf o o papa-o.ad oup a5au papoay {pNgnd mupdaq 1t aafo ‘Ypoz-pre w spuapiap Sudnd unSag SR04 ADIBA] DDLU JDION
S§08  [PSOS (€508 (TS0S  (IS'0S  6¥0S (8K0S SPOS  (ZHOS  [6E0S  LEOS  SE0S  |pEOS 0D 1BA, a0
EL0S  (IL'03  69'05 8908 9908 ($9'08 1908  4S°0S €508 IS0 6108 9r0S  £bOS ‘dio) Mrs
0808  pLOS (EL'OS  (TL0S  TL'0S 0408 69°05  80°0S  |L90S 19908 S90S €908 79°08 TOYBAA XOSIIPPIA
8608 19605 b6'0S 760§  06'0S 8803 L80S 980 S80S  PEOS €805 180§ 0808 NAIIG JI)BAN J1INIIUN0))
PO°0S (€908 Z9'0S  09'0S 6505 6508 (RSWS  8S'S LS0S LS0S 9508 9505 .95°0S LA LED | e
7808 605 9L°08 SL'0S  TLOS  IL0S 9908 1908 8505 SS0S €505 IS0S 6008 $92.M0S3Y UBISIAY
85°08  pS0S 0508 Lp0S  pp'0S  [TK'OS  [BE0S SE0S IzE0s  l6z0S 8705 ozos  vTos eanauy enby
9IS 9605 | 16'0S  (98'0S 7805  080S ! o) Sk Y| etERey SHAOM 13JBA UBILIIWY
5L0S  b9'0$ |SS0S  7S0S  IS'0S 10508  8¥°0S  9p'0S  SKOS  bb0S  (bPOS  (pOS  (€pOS 12)B M SBIS uCILIDWY

cioe ] R ailit

8007 L 9007 HIT €007 TO0T 1007 SUVHA L SUNVIINOD
aaeys.ad ¢

SHU-SLT-ET0T# 12Yo0q
ele( [BILI0ISIH -- Sdd
UT ‘AT IIJBAA BUI[OIR))

Je)s A10jemsay jo d1y30

gJo [ adeg
S-DHQ uqyx3



%8L'¢ _ %10'p % LE'E %L6E UBIPI[Y P UL O dSesasy

sageloAy %61°E %61 € %PL'T %IL'T %80°Y %90'y sunipagy
poLIag %b8'p %I8'p %E0'Y %66'€ %06'€ %98'€ SuLaly
%68'1 %681 %PE'T %bE'T %LO'p %b0'p ‘0 JABA NI0X

%0p°T %6€°T %SET %SE'T %60y %LOY "da0) MrS

%79'¢ %LS'E %bL'T %ILT %Il'T %01°C I9}BA XISOPPIIN

%ET'T %E1'T %81'T %81°T %89'T %89'1 NAIIG 1B ININIIUUOD)

%81'T %LI'T %S9°1 %b9'L %SE'T % el JOJBA\ BIUIOJED)

%61°C %61°C %E0'S %Z0'E Y%ES P %I1S'p $321N0S2Y UBISANIY

%9IT'L %I9T'L %61'L %81'L %LS"L %SS'L waowy enby

%bT'L Y%TTL %18'S %ebL'S ey s niny SHIOAN JIITAN UBIIOUY

%EYEL  %8YEl %L6'8 %EL'S %6L'S %Z9'S 10JEA\ S9JB)S uBILIDWY

apdung punoduio’) adung punoduio)) dung punodwio)) SHTINVIINOD
SISLIIAY AL ]

SH-SLT-ETOCH 12420
%.—&EE:@ ele( [edl10)STH - Sdd

"UJ ‘IIIAIIS JIJBAA BUI[OIR))

Jye1s A10)e[n3ay Jo 201330

SITBIDAY “IA-C SASRIAY “14-G

£Jozadey
G-DHQ nawyxg



€ Jo ¢ adey
$-DHA Lig1HX4a

a6E 9
GLED
%159
%687
%919
%000
%Z9°€
%ET O

%bS Il

%lT8
%859

oz punoduwo;)y

6-DHC HXT [a2n08,

upIpapy P uvapy fo o3v.40ap

uoIpapy
wnapy

§9'0 ‘03 1B MA0X
06°0 "d10) MrS
080 ANTAA XISAPPIA
111 32AIDS JIIBAN INI[JIIULC))
060 J2)BAN BILIONTED)
e A $22.410S3Y UBISIIY
€80 eatdwy enby
0¥l SHAOAN JOIBA\ UBILIDWY
$6'0 JIIBAA SIILIS UBILIDUWY

<uonaaloag S4a SAINVAINOD

SH-SLT-EI0TH# 12Y20Qq
Alewung 2 sajewnsqg - SJd
U] ‘ANNAIIG IIEAL BUI[OIB))

Je1s £10)e[n33Y Jo IO



I Jo | 28ed
9-OHA Nqiyxyg

UoNEPUIUUOIIY IDd
saul] om) sA0qe Jo uonestjdinu ‘paienofe))
01Jo 01 'd '6-DHA ‘£-OHA ‘s Jo £'d ‘1-DHQA snqmxd
ueaw/ddelaAe pajenoe)
S-OHA nqrxd
p-OHA Nquxg
€-OHQ Nqiyxg
T-OHA Mqryxg
30In0g

SH-SLT-E10T# I2y20Q
Arewuing O

795 6

%I1T0
%8St
%l18'¢
7%60°S %6£°9
%LT9 %509
%18 %P v
%S0'L %6L'9
S0vIoAy pa1oalord

U] ‘DINAIIG IJBAA BUI[OIE))

Jje1s A10)em3ay jo 30

%8L'E
%619
%r1'§
%0¢°L

[EoTI0ISTH

sdd

‘A /SaTeS

SdAH"

Sdd
STITRTTN |



K1aAnoadsas ‘satuedwo]) 1alep 2s0f UeS 29 CIueAlAstuag enby Jo sSuney c

Si000°000° 18 Ui o1¢ siaqunu !, uonezyende), = ,ude),,
0130 0[ "d“6-DHA

NQIYNT 93 TT/(%Y" E+%6 €)= suted [endes ur uonanpas asojaq piai & puapialg Auedwio) 131e A, afRIoAy |

1 Jo | oifed
L-OHQ naquxz

¢tV

+V
funey
puog

0L’
0C°0
$8°0
0L0
SL°0
£9°0
090
090
$9'0
040

8OO0

auluo J29s uiogy unjoos Juiiey puog
6-OHA NQHXT Funey upasy 1daoxs suwnjos |y

18224008
%01'C 1120

0ScT$ %06°C "0 Iajep NIOK
0SS %0L'T "d10D MrS
Sces %0L'E I2IE M\ XOSAIPPIA
0ses %0T¢ JDIAIDS JDIEA INONOBIUOYD)
0568 %0b'E 10ME M BIWIO)I[ED
S6ls %0L'¢ S20IN0SIY UEISITyY
00ZT'rS %09°C oouaury enby
001°LS %06°C SHI0AN JIDIEM UBILIDUTY
000°'1$ %01°€ B SIIBIS UEOLIDUIY

WIEN  PuepiAid

SMU-SLT-EI0CH 2ay20q

sopstudeIey) dnoin Axoxg IO

U] ‘9INAIIS JAJEAA BUI[OIR))

JHJels \nhon—ﬂ——.—wom JO 2O



L~DHQ nquyxy woiy st ¢
Td*£10T *1 Joqoa() *sISE3D10,] [euem diy) snpg :ajer saraul pajoalord puog Anseary Jeax-0¢

96'd “YOOQILIZ £10T ‘BONB[JU] P ][I ‘SPUOY “SYI01S SWIN21 Y2018 ua [ -Buo]

822400¢
£0°6 =3
OL'0(TH T 1T =)
(4 » W)+ =
.ﬂﬂ NN
o€t 01 safjewg
SIl 6
0Ty ST0Z O1 Sl 8
orev ¥10Z OF £l L
00'v ¥10T O¢ £l 9
06't 10T OT el ¢
08¢ v10c O1 801 1%
0LE €10z OF 801 £
L't €10t Ot P01 T
I'e 1:18081e]
AISeaI] "IA-0E onjg ul Japen(y [enuly/ punodiro) — Auedwo;) Jo so[i9a(]

SH-SLT-ETOTH 1@300q
uonemae) A-dvD
"IUJ ‘9ITAIIG JAJBAA BUI[OIR)

Je1s L103e[n3ay jo 2130

[ Jo 1 98ed
8-DHJ nquyxg



Exhibit DHC-9
Pagelof 10

Docket #2013-275-WS

Carolina Water Service, Inc.
FEhT

AMER. STATES WATER wyse. e (52

w1 | Hgr] 185] 5] 134] 173
TIMELIESS 3 (owred 7671 Lo?m] it I H IR S
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420| S48 500|800 et Profit {$mill |
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BUSINESS: American Sta'es Water Co, opera'es as bolding  ers in the city of Big Bear Lake and in areas of San Bemardino
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Pfd Stock Nore,

Common Stock 38,668,504 shs,

as of 8/6/13 (Reflects 2-for-1 stock split paid
9/313,

)
MARKET CAP: §1.0 billion (Mid Cap)
CURRENT POSITION 2011 2012

Cash Assels
Other

630/13

85
1726

13
164.3

Curment Assels
Accts Payable
Debt Due
Other

Curreni Lab.
Fix. Chg. Cov

1044
4011%

165.6
378

3
66.2

181.1

company. Through ils principal scbsidiary, Golden State Water
Company, it supplies waler to mare than 250,000 cuslomers in 75
communilies in 10 counles. Servica areas include the grealer
metropofitan areas of Los Angeles and Orange Counlies. The com-
pany alsa provides electric utlity senvices to neary 23,250 cuslom.

County. Sold Chaparral City Water of Arizona {6/41). Has 728 em-
ployees. Officers & dreclors oan 2.9% of common stock {4nz
Proxy). Chainran: Uoyd Ross. President & CEQ: Roberd J
Sprow!s. Inc: CA. Addr 630 East Foothil Boulevard, San Dimas,
CA 91772, Tel: 509-394-3500. |ntemet www.aswater.com.
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QUARTERLY REVENUES {$ mil§
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2013
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Nonutility opecrations are a key com-
ponent of American States Water. Last
year, its nonregulated subsidiary, Amer-
ican States Utlﬁties Services (ASUS), ac-
counted for $0.39 a share, or 28% of the
company's share net. This percentage was
easily the hlﬁ}:est among the eight water
utillties that Value Line follows.

Estimating future profits from these
businesses will be more difficuit in
the years ahead. The care of the ASUS
profits has come from operating and
maintaining water services at eight U.S,

Cal-
endar

EARNINGS PER SHARE A
Mar.3! Jun.30 Sep.30 Dec.3(

00 | 23 A

]|
A2
49
A8
55

33
A
26
24
-

military bases. Some analysts on W all
Street believe that 2012 was perhaps the
peak earnings year for ASL?S but we
think that these projections are conserva-
tive. True. the company's backlog of new
projects isn't large. However, with a sub-

Mar3 Ju

A28 125
Ji3 3
13 14
4 i
An 17

125
A
M
78
203

QUARTERLY DIVIDEND'S PAID Par

stantial number of military facilitles Yetto
be privatized, we believe that ASUS’ good
reputation with the Department of De-

fense will greatly help It win a fair share
of future contracts. 'Phus. we think earn-
ings of between $0.40 a share and $0.50 a
share from this segment are attalnable to
the 2016-2018 pull. Since winning con-

tracts Is less predictable than its core busi-

ness, American States earnings might ex-
Kerlence greater swings than in the past.
feanwhile, core regulated operations
are doing fine. Due mostly TO a recent
rate Increase granted to Golden State
Water {the main water utility), earnin7gs
growth should be somewhere In the 5%-7%
range. Indeed,
We're raising our earnings projections
again, For the second straight quarter,
American States share net exceeded ex-
pectations in the June period. As a result,
we are nudging the company's earnings-
per-share estimates higher by $0.05 in
2013, and $0.10 in 2014, respectively.
(Please note that all figures on the page
have been changed to ret?ect the two-for-one
stock split pa!dgan September 3rd)
American States’ shares offer slightly
better-than-average potential Jong-
term returns for a water utility. The
current yield is t{gical for the industry.
but dividend growth prospects are higher
than the group norm. Moreaver, the com-
any is the third-largest water utility we
ollow, and is the only one that rates an A

Financial Strength Rating.
October 18, 2013
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ALL DV'DS TO NET PROF | 69% 61% 1% B1% 74% 75% l 92% 70% | - |.
ANo. of analysty changing eam. est. in last 4 days: 0 up, 0 d=wn, ecnsenses 5pear eamings groath not 3.a2able, BBasad ugon 4 analysis' estimates. CBasad ypon 4 aralysis’ astmates.
ANNUAL RATES ASSETS (Smil) - INDUSTRY: Water Utility
of change (per share) 5Yrs, 1Yr. | cash Assels 3 & 5 &
'%'ein v 1.5% :-DD;': Recaivablas 86 a7 91 | BUSINESS: Artesian Resources Corporation, through its
Eamicgs. T 50 ventory ;g " 13 | subsidiarics, provides water, wastewater, and other scrvices
Dividends 45% 40% | o rent Assels 133 135 123 | ©n the Delmarva Peninsula. It distributes and sells water to
Book Value 45% 35% " "~ | residential, commercial, industrial, municipal, and utility
Fiscal | QUARTERLY SALES ($mill] | Fun ; Properly, Plant customers in Delaware, Maryland, and Pennsylvania. The
Year | 10 20 ) 40 |Year m&&npr:; Oisl 4;?2 4;;; -+ | company also offers water for public and private fire
———- m auon o -
123111] 148 165 127 161 |651] Net Propery 3576 08  a74g | Prolection to customers in its service territories. In addition,
12N 167 178 180 170 706 Cther 18 _718 76 | it provides contract waler and }\aslc\\ater services, water
1221713 163 118 I Total Assets 787 37 ;47 | and sewer service line protection plans, and wastewater
12131714 management services, as well as design, construction, and
Fiscal EARNINGS PER SHARE Full E;g’g:‘:sa etimilL} 28 - " engineering services. As of December 31, 2012, the com-
Year | 1@ 20 30 40 Year| poripue 138 126 107 | pany served approximately 79,000 mclcrcd water custorners
asim0] 22 24 38 18 100 Otver 81 _88 _ 92 | through 1,162 miles of transmission and distribution mains.
12311 14 2 2 20 |.83 | Cuventliab 47 149 21.8 | Has 229 employees. Chairman, C.E.Q. & President: Dian C.
1202 28 32 a3 20 (1.3 Taylor. Address: 664 Churchmans Rd., Newark, DE 19702.
Zany a5 B 4 25 Tel.: (302) 453-6900. Internet:
12314) .20 | LO;JSG;‘I"%'?JEBTAND eauny hitp://www.artesianwater.com.
Cal- | QUARTERLY DIVIDENDS PAID | Ful
endar | 19 2@ 3 4Q Year| Toul Debt 51168 mit. DueIn 5 Yrs. NA
LT Debt $106.1 mifl,
Mo 187 188 J88 188 | 75 including Cap. Leases NA
2011 19 19 19 A83 | .76 47% of Cap? JV
2012 | .18 A8 999 203 |79 )0 Uncapitalized Anrual renta's gtA .
2013 | 200 206 206 209 | October 18, 2013
= Penslon Liabliity $ 4 m¥.in 12 vs $5md.in 11 ~ — ]
INSTITUTICNAL DECISIONS TOTAL SHAREHOLDER RETURN
40012 1Q'(3 2q'13 | Pid Stock None Pd Div'd Paid Nore Dnidends plus appreciatian ax of 5/36/2013
e = gé 3 | common stock 8781512 sares 3 Mos. 6 Mos. 1vr, 3Yrs. 5 Yrs.
53% of Cap',
Hld 5(000) 3082 3036 029 (Nl Ceen 0.79% 0.84% -0.68% 31.05% 6301%
ezuu reserved. Faclual material is obtained fiom befeved W be and o
FOR ANY ERRORS O OMISSIONS HEREIN ”"‘“mm':.,é“'“'m:’mm“"m "ﬂapm To subscribe call 1-800-833-0046.
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bRy 000020000005
Opirs 000CO00000QLET I i 6
usa_ oooo0o0pOoOOOD [E7] ety e % TOT, RETURN 813
TnsGictional Decislons | &1+ [ et ad ETURN 13
a4 @M ppey g - Tomte O ternil, sk moex |
tuls:] 54 86 61| shares 12 4+ . - WO I Bo b :1'),? ;2,5 3.1.2
2 63 a9 57 | raded 6 4——- BT ; ; e Ayt 16 ]
HidupH| 22078 28408 26677 L{-lhﬂ“[#I TR R ! WKL il b JEw 243 a2
19'!9!7! 1998 | 1999 | 2000 | 20012002 12003 | 2004 12005 | 2006 | 2007 | 2008 | 2009 12010 12011 12012 12013 2014 | SVALUELWEPUB (LC 16-13
1| 13| 7s8| e8| 81| ser] 8%e| 85 8r2] o] sea 990 | 1082 1105 | 1200| 1938 1255] 1415 |Revenues persh | 1600
VEL I LI 160 L0 132 16| 142 1582) 35| 156) 18| 193 193] 207) 232 2081 278 “Cash Flow" persh 275
2 .13| el 4 & sl B owul e .75| S5{ 3| 1| 8| 102] 40| 105 (Eamingspersh 4 135
53 &Ml s =5 %l s S| &, S sy s sl 5, e 82| &) sl DivdDecl'd persh @ n 50
100 IR 23] 264| I91] 219 187, 201] 208 TeT T4 Z2ee| Far 28] 3G 2651 280 |CaplSpendingpersh | 300 |
650, 683 671) 645] 643] 65| 722f 783| 799| 907 w25| 972( 1o43| 1045, 1076 | 118 1240 13.85 | Book Valua per sh € |_1s.na
B 2509 2587 W09 303%| 0% 66| T3] WIM] 41T | 433 4145 | 41531 4167 ] 4182 41eA| 75T 4w CommanEus!ng_FT 500 |
28] T8\ WEPTGET AU 98] 21| @i 43, Bi| Bl B8] BT i1 @3] 175 Bolf ighees ar | Avg AnT) PIE Fabio 190 |
A3 83 0] 2 135) 108 125|106 130] 9153 133 119) 3] 120 1:| 144 ValoeLine | Retalive P/E Ratle 1.25
a8%| 42 40| 4% 4en| esnl aze| asn| 3l 298 | 308 | 39% 3% | 32% | a4n| 35% "“"i"" Avg AnnTDivd Yield | 2%
CAPITAL STRUCTURE as of 630413 LA NSE| 3207 34T | 1| 4103 | 4494 | 4504 | 5018 S600| 50, 6% Revenues ($mil) € 800
Total Debit $507.6 3, Dueln 5 Yrs $85 3mi. 194| 2500 72| 256| 312 i 398 406| 77| 31| 426 400| 52.0|NetProfit $mill 67.0
, . 399% | 986% | 424% [ 4% [ 399% [ 317% [400% | 355% | 405% | 37.5% | 340% | 79.0% lincome Tax Rate 0%
T orost oot 6 7o es2s S0 | e | 3on | 33w | e | 8% | sen | Ton | g | ook | o 80% | 8.5% |AFUDC % toNet Profit | 10.0%
{43% of CapY) 024 | 436% | 3% | 4353 [ 4297 [416% (47.0% | 524% | 517% | 478% | 420% | 46.5% [Long-Tem DebtRao | S0.0%
Pension Assets-12112 $202.9 m. 49.1% | S08% | 501% | 559% | 566% | 534 | 529% |476% | 483% | 527% | sa0% | s15% [Common Equity Ratic | 50.0%
Obllg. §4329 mil. 43341 5659 5631 6701|6749 | €904 | 749 | 9147 | SH5] 82| 1050 1125 Total Capital [mill} 1460
Prd Stack Norie | 7595 | 8003 8627 S415 10102 | 11124 | 10981 [ 12043 | 13819 | 14571 | 1500 1575 | Net Plant (Smill 1825
Common Stock 47734035 shs 56% 6% | 63%| S2% | 59% | 11% 63% | 55% [ 55% | 63% | 53% | 6.0% (RetumonToll Capl 6.5%
as of 811113 TEa | 8BS 93%; 68% | 8% | 99% | 9% | Be% | BO%( 90%| 70% 9.5%
TO% | 90% | 9%} 68% | 81% | 99% | S6% | Be% | 80 su=.'.| 7058 8 _85% |
MARKET CAP: §550 milllon {Small Cap) TR 20| 05| 18N | I8% | 8% | 30% | 29% | 4% 1% 0% Retalned to Com Eq 0%
CURRENTPOSITION 20 202 6noi3 | o1 | 77% 73 | &% | | eny 0% | B6% | TN | 62% | 7S%| 62% |ANDivdstoNel Prof 7%

Cash Assels 212 k1] 38.8 | BUSINESS: Califamia Wa'er Service Group provides requiated ard  breakdown, '12: residential, 66%; busness, 18%; public authorilies,
Other 867 _107.8 1254 | nonregulaed waler serice to roughly 471,900 customners in 83 4% induslrial, 4%; other 8. 12 reporizd depreciation rate: 2.8%
Current Assets 1135 71468 1641 communites in Calfornia, Washington, New Mexito, and Hawal, Has 1,134 employess. President, Chairman, and Chiel Executive
%&ayabm ggg 132'2 #25 Main service areas: San Frandisco Bay eres, Sacramento Valey, Officer: Peter C. Nelson, Inc.: Delaware, Address: 1720 North Fist
Oiher = 433 597 725 Sa‘t'nas Valley, San Joaguin Valey & parts of Los Angeles. Az~ Streel, San Jose, Cafifomia 851124558, Telephone: 408-367-
Current Liab T15T8 "Z428 1652 | quired Rio Grande Corp; West Hawa!l Utiites (9.08). Reverue 8200, Intemet www.cwalergroup.com, e

Fix. Chg. Cav. 278% 207% 325% | This will not be an easy yecar for the water customers (Le. voters) rates low. On

ANNUAL RATES Past Past Estd’10-12] California Water Service Group. As ex- balance, we estimate the final decision will
of change (Cer st) ’"'3-% Stn. WKW | pected, the utility posted its second- be falrly reasonable. The allowed return

Revenues | g0 1%k 43 | consecutive year-over-year negative earn- on equity will most likely be low on a rela-
Eamings 50% 55% 65% inﬁs comparison in the June-ended perlod. tive basis, but the utility will at least have
D"’”"{.‘d,’ a0k o 55; What's more, we expect this trend to con- a lgood chance of earning it.

fopkVatue LI L tinue for the second half of the year. All told, earnings should decline

cal- 1 QUARTERLY REVENUES imilj€ | Fui | What's behind the bad carnings? In sharply in 2013, but rebound in 2014,
endar [Mar31 Jun3) Sep30 Oec3| Year | California, utilities run on three-year reg- Due to the aforementioned reasans, we
2010 | 903 1183 1463 1055 | 4604 | ulatory cycles. This means that they can think that California Water's share net
2019 | 981 1314 1693 1030 (5018 | only seek rate relief every third year. will plunge 22% this year. Next year, due
2012 {1168 1436 1781 1215 | 500 Quite often, by the final year of the cycle, mostly to rate relief, we expect the bottom
013 (1114 1546 190 14 | S0 | gypences have outpaced the higher reve- line io snap back, by $0.25, to $1.05 a
2014 1135 165 210 140 | 650 nues that were originally permitted, share,

Ca- EARNINGS PER SHARE A Ful | A major rate case is close to being We think that there are other stocks
endar [Mar3| Jun30 SepX Decdt| Year| settled. In mid-2012, California filed a in the water utility industry that hold
2010 |05 25 45 42 [ 91] petition with the California Public Utllity greater appeal than California Water.
w1 3 8 0 M £6 Eommisslon (CPUC) seeking to raise Irs Sn the plus side, these shares have a yield
W21 03 3 K 42| 102 fages by 20%. The utility has been In that Is nearly 70 basis points greater than
gua d.03 gg S0 051 M| negotiations with the CPUC for months, certain of its peers. Moreover, as a result
9 05 S5 _ 15 ] 1.05 and it now belleves that 95% of the mat- of a large stock issuance earlier this year,
Cal. | QUARTERLYDMDENDSPAD®e | Fuil | ters {nvalved are resolved. Even though the company’s finances have impraved sig-
sadar IMar. M Jun30 Sep3d DecH| Year | many of California Water's expenses were nificantly. However, the utility's subpar
2009 | 148 140 148 448 58| prudently spent on Improving its infra- dividend growth potential over the next
W00 | 149 M9 M8 o 0| structure, that doesn't mean that its re- several years and the equity's Below Aver-
01 454 M 994 15 | 62) quest will be automatically approved. age Timeliness rank more than offset
2012 | 1575 1275 1275 A575| 831 There is a tremendous amount of political these positives, In our opinfon.

013 | .18 pressure brought upon regulators to keep James A. Flood October 18, 2013
(A) Basic EPS. Exdl. norrecusing gain ;| May, . and Nov. = Div'd reinvestment D) in mifions, adjusted for spiits. Com s Financlal Stren B++
;OJ. (4¢% 01, 2402, 4¢: "1, 4:5'3::1 2::) ava%!aﬁi? TR = L l essﬁ'l;ﬂg. rev, - Slocr':nfdca Stability = 100
ings Dr’evfa-l due mid-August Ltc:’] Indl, intangibie assets. In 12; §18.8 mi, Price Growth Persistence 50
(Ia fvidends hisrarid?yupald in late Feb., . 44/sh. Eamings Predictabiltty 50
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567 558 sSe7| §1) 5930 S| s5o| 604 581 S€8| 7650 724| 693 7 i 183| 7ea| &8s s Revenues per sh 11.25
151 15890 1681 173 178 178] 183 19 wg2| 1s2] 1sa| 185 1831 264 | 2117 210 255 265"Cash Flow" persh 275
100 102] 103 109| 130 112 115] 145 B BU) 188 111 198y 19| in| 15 1601 170 {Eamings persh * 1.80
| 1 e L B B3 B4 £, 8 87 8 £ 2 H 55 .88 | 101 |Div'd Decl'd per sh Be ARAL
183 112 142, 143, 18, 198 143 REITRE] |'_19T_224 | 20| I8 G| 28] 2w % 205 [CapTSpending persh | 280 |
B26 852, BGI| 882, 925| 1005 1046] 10847 1152 1160 1l.§5| 1223 | 1267 1305 | 1350 1683 17.25 | 17.50 |Bock Value per sh D 2040
673] €| 776| 72| Jes| 789 197 B B47) 82| BW 86 B57] BGET 86| 1097 7110 11.25 [Common ShsOutsig € | 1260
1280 1551 1827 82| 25| 3| zi5| 28] HE| H0| Do 22 94 207230 194 | Botd fobres s [AvgAnni PERBGG | 700 ]
74! oMM 1180 3y 133 M| | 182 157 1 LH | 123 132] 144 11 Vaf.f:'unl |Relative PE Ratio 135
BO% | 45%| 42 40% | 33%| 30%) 30% ) 31n | a4% ) 3en | den | 36 | 4% | agy I6% [ 32| YU avg Ann'l Divd Yield 3.4%

CAPITAL STRUCTURE as of 6/36/13 9| 435 475] 459 530| 613 594 654 | ea4| e3g! ssp 100 |Revenues ($mill) 135

Total Debt$180.2mil. DueinSY§148mn. | 92| o4 72 671 88| S84 02 98| 99/ 136, £15| 190 |HetProfit Smh) _ 20

LT et SITHZIA, |+ LY inerest S7.5 il 1795 [ 264 ’ B[ RAR [ O2% | 155 |352% | 413% | 920% | J20% | J0% lincome Tax Fale |35

(Totalrterest coverage: 8.8x) penorcoay |t l ol el el el o tex] um ] 20w | 204 lauocSiobetron | son

Leases, Uncapitalized: Anrval rerta’s §$ 2 mil. 433% | A28 | 449% | 444% | 478 [ 459% | S06% | 495% | 53 2% | 490% | 49.5% | 49.5% [Long-Term Debi Ratio 5%

Pension Assets $45.4 mi, S3% | SGT% | S4G% | S5rh | SLB% | 527% |491% | 502% | 455% | S06% | 50.5% | 505% |Common EquiyRatla | 515%

Oblig. $66 5 mi! 1301 1350 [ 17237 1741 mzi 1965 | 213 | 2256 | 2542] 3646 75| 295 [Total Capital imil) 45
. e 288 | 51| M77 ) 2681 243) 323 | 152, M2 | B! wre 470|490 |Net Plant ($milf 550

Pid Stock $aBmil.  PrdDive NUF | 5% | 704 | §0% | 404 | §5% | 59 | 55% | 545 | 49n| 4BA| 5% 50% RemonToulCapi | £5%

Common Stock 11,003,512 shs. 109% | 106% | 75% | 69% | B7% | 904 | 9% | 865 | 03% | 10%| 0.0% 9.5% Retum on Shr. Equity 8.5%

as of 73113 | 110%  106% | 7E% P 70% ) 7% | 0% ) o4m | etk | eyl 7a% | sox| esy Jnemmoncemswy_ 8.5%

MARKET CAP: §350 million (Small Cap] 32% 1 3M% | 3% | NMF ] 16% | 9% | 23% | 16% | 14%| 27%| 2541 35% \Retained 1o Com Eq 0%

CURRELFII_TPOSI'I'ION 201 2042 60| Ty T | 95% | 105.‘61 2% | 79%t 7G%| B | B%| 62% 62% | 59% |A1IDiv'dslnHetPrnl 2%

Cash Assets 1.0 13.2 7.5 | BUSINESS: Correct'cul Water Service, rc. is a non-operatng  Maine, Acquired The Maine Water Co., 1/12; Bidceford and Saco

Actounts Recelvable 149 115 121 | holding company, whase Income s cerived from eamings of its  Water, 12112 Inc: CT. Mas aboul 260 employees. Chair-

Other 3o —%él _135 wholly-sared subsidiary companies {regulated water uliites). ks  man/President'CEO: Erdg W, Tharmburg. Officers and directors own

Current Assels 183 4 3;'1 farges! subs'diary, Connecticu! Water, accounted for about 85% of  22% of the common slock; BiackRack, Inc. 6.7%; The Varguard

T L 72 198 12| tre roting company’ ret incame in 2012, and proddes water  Grogp, 5 % Adtienes oo P Street, Cinlon, CT 06413,

Other 232 29 3.1 | services lo 400,000 peop'e in 55 tawns thraghout Connecteul and  Te'ephone: (860) €59-8536. Intemet: waw.ctwa'er.com. |

g""‘"‘ Liab. 415°;z ‘5,‘/5 119 Connecticut Water Service has finally company enjoyed strang results in 2012, as

2. Oy Coy. e 4555 0% | reached a definitive deal with all of share net rose 35%. With the new arrange-

QNNUM'RATES 1;}?: ;.?" E’L".ig_‘.’;a'z the state’s regulators, In September, the ment with regulators in place, we think

Revenues 35% 60% g5% | Connecticut Public Regulatory Authority that Connecticut Water's bottor line will

"Cash Flow" 25% 60% 45% | (PURA) agreed to a deal that had been Increase close to 3%, both this year and

Sm’hcé ;gg& g% g—g§ reached earller amang Connecticut Water next. Moreover, the company will earn

Book Value 55% 65% &0% | and the state’s Attorney General and Con- close to its allowed return on equity.

sumer Council. PURA was the final hurdle The recent dividend hike was some-

Cal- | QUARTERLY REVERUES (§ nli) i Full | in the approval pracess, and it didn't alter what disappointing. Over the past five-
jendar |Mardf Jun.30 Sep. 30 Dec. 3| vear| (1o agreement in any meaningful way. and 10-year periods, Connecticut Water's

0 | 138 158 210 157 | "G4 Ratepayers will - benefit  from  the dividend growth rate averaged only 2.0%,

ggg }gg g; ggg Fg’; g%‘ settlement. Customers will see their and 1.5%. respectively. Both percentages

W3 | 215 25 2740 o | ssq water bills decline over the next two years were among the lowest in the water utill:{y

2094 | 220 240 300 240 | fo0 | @5 Connecticut Water will pass along to industry. Following the company's salf

GSFERSHAREA - them a tax refund it was granted by the profits in 2012, along with its Improved

Cal- " ]E{M.IININ %0 Sep.30 Dec. 31| vor | IRS for the 2010-2012 periad. In addition, earning prospects, we had hoped that the

endar {Mardt Jun. 30 Sep.30 Dec. 31| Year | . o utllity agreed not to seek higher rates most recent quarterly payout to sharehold-

1“;? 2 277 Moo 1-’; before October, 2015. ers would have been more generous than

;gﬂ ig -37 g }é }}ﬂ Connecticut Water will benefit too. the 2% increase declared in August.

#3| 24 39 55 29| 1| Permission was granted for the company We can't find too many reasons to

014 | 30 47 68 5| 170]to establish a Revenue Adjustment Me- recommend these shares at this junc-

QUARTERLY OVIDERDS FATD 8 chanism, which will allow it to keep the ture. While the stock’s yield is slightly
col Mardl Jun3) Sep3d Dec3t| vy | tax benefit from the IRS refund going for- higher than the average of its peers, Its
el (aret QR e, == ward. These funds will be allowed to flow dividend growth prospects to 20i6-2018

;g?g §§§ gs g; gg % through to shareholders until the next are subpar for the gruur. Furthermore,

M |23 B B g3 Hime the company seeks higher rates. this equity carries a 4 {Below Average)

2012 | 233 78 235 2435| ‘o1 The earnings pleture looks brighter. rank for Timeliness.

13 | 245 UB 475 Following four static years of earnings, the _fames A. Flood - October 18, 2013
e o o e T T
in 12 due to rounding, 4 C| lnm'lgns adjusted for spilL Price Growth Persistence 50
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V2T AMT 1I7] 189 28 70h| 341] 231 283 367| GeI| 3951 30T 5ES I 3% | S61] %25 520 |CapiSpending per sh 455
162, 15 7a8) 788! aw| sa3 aut| ol 1072, 1243] sl 1age 16 | 1375 | 1420] 1an 1540 | 15,40 |Book Value per sh 13.15
19627 18Gt| 1827V 182i | 1827 18| 1827 1827 8211 25| W] Ww| W5 | @55 1853] 1867| 2025 2100 [Cemmon Shs Oulst © | 3300
W2 ETWES[ WA 5] W3 54| 66| BT 23] DA m2| BIT BIT AT 2047 goidfgirvs as (AVQARNIPERSGD | 720
65, 6 B3l 215 5 S4B 104 16 127 oarr] 153 191 18] 1: 13| Vatueline  palative PE Ratio | 145
| 43% 3.9%| 0| 20% | 0% 4% | 355 | 36k | 24% | 205 | 174 | 23% | 2en |28 | 29%| 0% ""’1"" Avg Ann'l Div'd Yield 26%
CAPITAL STRUCTURE as of &/30/13 4a7| 1659 | 1834 ' 1802 [ 86| 2203 | 261 | 2156 | 2030| 2515] 285 310 |Revenves {$mill) ars
Total Debt S25.8mil. Due in 5 Yrs §21.2 mil. | M67) 60 207) 222/ 83| 02) 52| 158| 209f 23| z;0f 200 i Met Profit {$mill) e
e e et y | BZ8[A21% {4165 | 4085 (34K 5T | Q4% (8% | 419% | 41.9% | 41.0% | 40.0% [Income Tax Rae wo%
olalineresteoeaze 46— (S2MICa | "o | avn | 6% | 2rs | 27w | 235 | oo | o 20| 20%| 20% 40% IAFUDC % toNetProft | So%
Leases, Uncapitalized: Annua’ rertals 547 mil, 456% | 437k | 426% | 418 [ 4775 | 460% | 4345 | 5374 | 556% 550% | 545% | 54.0% [Long.Term Debt Ratio §1.0%
. Haw | 553% | 574% 532% | 523% | 540% | 506% 453 | 434% | 450% | 455% | 46.0% }ComonEqﬂrRalio__ 49.0%
Pension Assels $75 5 mill 060 3283 Mz Wd 45]2} AT09 | 4396 | 5507 | &O79| 6102 685 745 |Toh1€apllal[$miﬂ] $00
Id Slock s Obig. $144.0 35, A%65 | ASO8 | 4348 SMT| 6455 G2 | 7985 | 7355 | 7562( 83U6| 90| 950 |NetPant (Sl 1150
. 65% | 5% | 76% | 708 | 57% | sen | 4en | 43% | 49| 565 | so| S0% [Retwmon Tolcayt | 6o
Common Stack 29,137,157 shs, 100% | 87% | 10E% | 87% 8% | BO% | 60% | 62% | 70%| B1% 45% ; 8.5% |Retum on Shr. Equity 8.5%
a5 of7/26/13 100% | 87% | 106% | 97% | B2% | B0% | 60% | 624 | 79%| sanl B.3% | 8.5% Retumon Com Exuity | 8.5% |
MARKET CAP. §550 million (Small Cap) [ q75, [ 36% 66 | Skl %% | 3 | 12% [12% | 39% | 33% | 25% | 4.0% [Retained to Com Eq 35%
CUR&%!{TPOSITIOH 200 2012 6R0/13 Siﬁbt 58| 4% 45’,51 §T% | 59%1 8% f EJ'I’=| EﬁGt 53% | 56% | 54% [ADivids to Net Prof 56%
Cash Assels 267 25 4.0 | BUSINESS: SIW Coporation engages in the producton, pur-  Austin, Texas. The company offers nonregulated walertelated
Other 422 _404 _ 4421 chase, storage, purification, distibution, and reta] sale of warer It senvices, including waler system operations, cash remitiances, and
Cureril Assels €88 42§ 482 provides water service to 2pproximalely 227,000 connections thal  mainlenance conirae! senviees. SIW alsy owns ard operates com-
ﬁfgﬂab‘ﬂ 7-; zg? 1s,g serve a population of approximately one mifon peop'e in the San  mercal reat estale Investments. Has about 375 employees. Chm.:
Otar - 201 199 _ 268 | Jose avea and 8,700 connections that serve approximalely 36000 Charles | Toesiskoetler, Inc: CA. Address: 110 W, Taglor Street
Curmrent Liab, 283 T 491 457 | resdents in a service area in tha region betaten San Antonic and  San dose, CA 85110. Tel.: (408) 279-780. Int: www sjwaler.com,
| Fix. Chy Cov. 276% _247% 231% | A final decislon on SJW's pending nificant amount of political blow-back.
ANNUALRATES Past  Past Estd’102| rate case will be delayed. The Califor- Therefore, our 2014 profit estimate for
gﬁfﬂ?(wlﬁl 10;?% 5}'?% b}g;‘" nia Public Utility Cemmission (CPUC) has the company is preity tenuous. Earn-
CoshFow & 3% 0% | had to divert much of its resources to In- ings should be fine as long as the interim
Eamings 40% -15% 75% | vestigate the San Bruno gas pipeline ex- rate rellef is in place. Unce the CPUC
Dnidendls' 5.% g-g% ;-g;f Rlnsion. which killed eight people in 2010. makes a final decision, things could
| Book Value = SSE 0 feanwhile, 2013 is benefiting from In- change for the worse. Ir any case, we
Cal- | OQUARTERWREVENUES(Smil) | pun | terim rate relief, SJW is seeking sub- shauld point out that California regulators
endar (Mar3l Jun.30 Sep.30 Dec.31| Year | stantial rate Increases of 21.5% for 2013, have heen reasonable in the past, and
W10 | 404 A1 03 508 | 2158 4.9% in 2014, and 12.6% in 2016, Until a hopefully some sort of deal that satisfies
2011 | 437 530 738 624 | 2390| final decision {s reached on this request, both sides can be reached.
212 | 511 €56 84 624 | %19 the utility has been allowed to raise rates We expect SJW to tap the external
2003 | 501 M2 97 708 | 5| on an inferim basls. Though earnings com- markets in the years ahead, The com-
014 1600 750 00 750 | 310 arisons won't be impressive in the secand pany estimates that it will have to invest
Cal- EARNINGS PER SHARE A Full Eall’ of the year, we still think that the Sl(]g million annually through 2016-2018
endar |Mart Jun.30 Sep.30 Dec.d| Year| utility's share net can Increase 10%. to In order to upgrade its aglng infrastruc-
00 | 05 A M4 0N 841 51.30 ture. Internal cash flow wiil fall well short
a1 1 0 A M 35| L1 SIW's future Is in the hands of regu- of generating sufficient funds to meet
221 %6 B N 31} 119 Jators. While this statement i true forcall these outlays, Thus, there will be dilutive
03 1 01 3 5 32| 130 utilities, SJW Is more vulnerable than equity offerings and costly debt issuance.
4] 035 80 95 "104 mast, This Is due to the enormous size of Both of these moves will impair the com-
Cal- | QURTERLYDMOENDSPAD®s | Fui | the rate hikes that it has petitioned for. pany's earnings growth.
endar |Mardf Jun30 S t] Year| Even though we view the company's ex- SJ\H shares now carry our Highest
09 | 165 185 85 165 £6| penditures as essential to the operations of rank (1) for Timelirness. Momentum in-
oL TN T A T SR £8| its system, the sheer size of the requests vestors may find this stock of interest,
A A7 73 AT 473 | 89| puts the CPUC in a difficult position. It is others might be scared off by the passibil-
12| AT 4TS AT ATIS | T Eolltically very hard to raise rate payers’ ity of a harsh regulatory decision.
23 | 185 M85 1825 ills by such a large extent without a sig- James A. Flood October 18, 2013
Dilu amings. Exch ming | add due lo f In milions, adjusted for its. s Financial Stren B+
l(:s}ses:%g. gﬂ;';gm, 53.%'?;“ 'ﬂs?osrﬁ;:'u? g)d gi\idmd;mnhg:%'mny paid in early March, S LT s gmgmsufuw = 80
§16.36, '08, §1.22; ‘10, 46¢. Next ezmings | June, Seplember, and December, m On'd rein- Price Growth Persistence 50
report due late Oclober. Cuartery egs. may not | vestment plan available. Eamings Predictabliity 80
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1997 1998 | 1999 | 2000 | 2001 | 2002 [ 2003 | 2064 2005 12006 (2007 (2008 2009 12610 [2011 [2012 [2013 (2014 c\‘m__EIJHEPUE.LL_C 16-18 |

| 4@l 55| sH| s@ §03) 612 625 €44 6i6| G50| 679 75| €| 650) 6% 70| 770 |Revenvespersh 9.0
102| 12l 3 89 148 1200 4157 1231 133 133 149, (53| 143 155 148 1ﬁ| 165 185 |“CashFlow" persh 230
.ﬁ]’l b JE 51 £4 R | T3 a B2 &7 88 72 £ M &0 | 100, 105 Eamhgs persh 1.15
S %) g0y &l e| 6] 6] & &) @] &) m| on| @] n| M| 35| 76 |viveDeddprsn®s | g0
T8, 78] 23 132 185, 18| 147| M 218 M1 O166T 12| 143 TS| TS| 36| 18| 165 |CapiSpendingpersh | 200 |
60G| 620) 695 698 7i1f 733 70 821 826] 852 1005) 1003] 1033 ) 113 00.27| 48] 1175 1210 |Book Value persh © | 1250
B54) SE2] TOOOT NI V071 0% 1048 1136 1153 | 13.17| 1325 1340 1352 1557 | 1570 G2 1600 | 1625 |Comman Shs Oulstg © | 17,00
WAl W1 TE] A7) Ae| 85| W[ 4| w4, 27| 26| 1E| 290 Va| Z7 B | Hoid fgpres sre | Avg E Ralio 200
T o100 87| 126 128 1n |.3§, 145, 123¢ 1451 119) 143 13| t3w| 133/ Value Line  [Rolative P/E Ratlo 135
£3%] 56 aan| a2l g% | am | ass 34% ) 35% | 3T | 3% | A0% | 4TH | 42% | 40| 4on| e lacanvibivaYied | 3%

CAPITAL STRUCTURE as of 6/30/13 GLT] TMO| M6 81| 881 918 92| 1927| 1m21] 1104 1201 125 |Revenues {$mill) 155
Total Debit $165.7 mit. Oue in 5 Yrs $60.0 m. 66 B4 8BS, 100] 1181 122| 100 43| 134| 14 155] 7.0 |Net Profit ($mi) 00

LT et st sm. A 285§ 30 | 276% | 3945 | 26% | 7% A 520k | 327% | 339K | 300% | H0% [Income Tax Rate 0%
(igigest coverd 3£ 3. @sorCapt) |- ool ol oo oo ool o) GBS0 64n| 34%) 45%| 43% |AFUDCKtoNetPromt | S8 |

53B% | 536% | 803% | 435% [ 430% | 456% | 456% |430% | 423% | 415% | 42.0% | 430% Long-Term Debt Ratio 43.0%

Penslon Assets-12/12 §37.9 mi, 0% | 425% | 413 | 015% | 496% | 518% | 52.4% | 558% | 666% | 574% | 57.0% | §7.0% |common EquityRatio | s7.0%

Ohlig. 5625 mil. SBLI| 2145 | 23071 240 2688 | 2594 | 2679 | 31065 | 325) 3165 30| M5 |Total Capital (sl 40'TJ‘|

Pfd Stock 524 mil. Pfd Div'd: 5.2 il 209 | %29 2880 31| 339 | %63 | 3765, 4150 | 4222| 4382] 46! 450 |NetPtant ) 510
Commen Stock 15,847,728 shs. SO | St | S0% | 504 | 6% | 56% | S0% | 57% | S52u) sai| 4% 5ok [RetmonTotiicap) | 55%
as of 73113 19| a%% | B2% | 75% | 86% | B6% | 70% | B1% | 75% | 784 RO%| &% Return on Shr. Equity 0.0%

| B80% ) 90% | 86% | 78% | 07% 0 BO% | 76% | B2% | 75%l 8% 0% | 8.5% |Retun on Com Equity 9.0% |

MARKET CAP: §325 million {Small Cap) NhiF 5% 8] 3% | 1Bh [ 208 | 4% | 21% DO10% [ 14% ] 20% ] 25% [Retained ta ComEq 3.0%
CURRENT POSITION 2011 2092 63013 | 106% Bh, MR M| 7. A% W% 75%] B7% | 83% | 80K | 73% |AlDiVds to NetProf 70%
Cash Assels <3 30 30 | BUSINESS: Midd'esex Waler Company engages in the owrershp 2012, the Mddiesex System accounled for 65% of Ialat revenues.
Other 198 _ 218 _ 2311 and operatcn of regulated waler utity systems in New Jersey, Del- At 1231112, the company had 279 employees. Incorporated: NJ.
Currer! Assels 228 THs T aware, end Pernsylvana. Il a'so cperales waler ard waslewaler President, CEO, and Chaman: Dennis W. Doll, Oficers/directors
S:E‘ts&ae)'abﬂ 5; 1:1’? Sg; sysiems under contract on bekalf of municipal 2nd prvale clents It own 3.1% of the common stock; BlackRack, 6.3% The Vanguard
Other 364 414 175 | N and DE. its Mdd'esex Syslem provides water services o 60000 Group, 5.7% {413 proxy). Address: 1500 Ronson Road, Isefin, NJ
Curren| Liak, T4B7 T 60 559 | felad customers, pimanly in Midd'esex County, New Jersey. In  68830. Tel: 732.634-1500. Intemet www.middleseraater.com.

Fix. Chg. Cov. 380% 410% 415% | Historically, Middlesex Water's divi- mid-2012, as well a better contract with
ANNUAL RATES Past  Past Estd'10412| dend increases have been incredibly the borough of Avalon, NJ, a wholesale
R’dﬂwfw’ﬂ 103?1% 5‘}"&‘ hggf';‘ﬂ consistent. Over the past nine years, client.

"Cash faw 1% 28% 355 | (from 2003 to 2012), the utility has ralsed Performance in the industrial mar-
Eamings 5% 25% 40% | its annual payout by $0.01 a share. kets has impaired Middlesex. The utili-
g'o\gge‘fl\df lggé 18;2 ;gﬁ Sometimes predictability Isn't a posl- ty lost a contract te supply water to the

S U0 i i tive. Over the past five and 10 years, borough of Sayreviile, NJ this past Au-

Cal- | QUARTERLYREVENUES{imi] | Fun | respectively, the average dividend hike pust. inother setback was the closure of a
endar |Mardl Jun. 30 Sep.30 Dec.3| Year| has been a meager 1.5%. This ranks near E{ess oil refinery earlier in the year.

W40 [ 216 265 296 250 | 1027] the bottom when compared to the other The company Is targeting the residen-

o1 | 240 261 287 233 | 1021 seven water utllities that Value Line tial market. Despite recently winning a

092 | 235 74 323 211 | 1904 covers, contract to privatize the water system at

231270 W1 U0 269 | 12| Could Middlesex finally break its the Dover Alr Force Base in Delaware,

14 | 300 300 350 300 | 125 | sereak ¢his quarter? Late October is Middlesex has budgeted $25 millian a year

Cal- EARNINGS PER SHARE A Full | usually the time when the company imple- over the next three years to improve the
endar [Mar3{ Jon. 30 Sep. 30 Dec. 31| Year | ments its annual dividend rate hike. With infrastructure of its residential business.

2104 41 M 37 47| 9| decent earnings cemparlsons, it's possible We apree with this strategy as the

ot 7 N R 2| 84 that Middlesex could go against conven- residential market is both more predic-

o241 M 23 B 7| B (ion and raise the payout by more than the table and profitable.

m}i 2 223 'ig A7 | 1801 ¢raditional one-quarter of a cent per share. Middlesex shares are ranked to out-

. A : 20 | 105) \We are taking a show-me approach, with gerform the market in the year ahead.

Cal- | QUARTERLYDMDENDSPAD®s | rur [ our figures = representing the usual Some investors may also be attracted to
endar |Mar}{ Jun.30 Sep.30 Decdf| Year q_uarterl increase, the stocks high current yield, Those with

09 1 .78 478 178 180 | M| The utility’s earnings have been im- a long-term horizon, however, can find

010 | 180 .80 180 A2 J2| proving, In the June period, Middlesex other water utilitles with higher total-

2061 | .183 183 183 185 | 73| experienced its fourth-consecutive positive return potential through the pu!l to 2016-

22 | .185 185 .85 M85 T4{ earnings comparisan. This was mostly due 2018.

013 JL ABT5 1875 1875 to the implementation of higher rafes in James A. Flood October 18, 2013
(A) Diluled eamings. May not sum due ln‘May. Aug and November.s Divd reinvestment | $0.58 a share, Cwan s Financial Strength Bt+
rounding. Next eamings repart due earfy No- | plan avaiable. Stack's Price Stablfity 55
vember. i {C} In milions, adjusted for splils. Prica Growth Persstence 40
{B) Dividends historically paid in mid-Feb., [iﬂl Inangible assels i 2012: $32 milion, Eamings 80
§ 203 Vdie Lowe Pubitioq LLC. Al tits reserved. Fachl material is oitained trom saurces beieved 1o be reiable and is provded wehout wamandies of any knd
THF PUBLISHE R = NOT RF IR F T ANV FOBADE AD ALIECINAE UCDCIA Thic m dficatinn o cmeshs fae m Gon % 1 v 5
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| £ o --| 205| 205 a17| 298| 28| 256 2791 289| 295 307[ 303 321] 340| 2.5 |Revenues persh 155
: | ) & B 6] 79l 1) a5 e s 07| 163| 192] 420 1.0 |“Cash Flow" persh 140
- .- - 4 A 47 A3 56 58 a7 57 f@Hoon N 1 J§ . .85 |Eamings persh# 80
.- ol e M) 3| W) 38 42 45) 49| 43] 510 : 83| S| $5| .57 |DivdDecdpersh® £5
T = - W] B 07 2% T8%| 185| 150 20| 13| &3 M| S S0 B0 [CapiSpending per sh 50
o . --| 379 390 405] 465 485| S84 | 597 644) 692 709| 745] 773| 405 4.3 Book Value persh 8.60
] oo -1 @AE[ 9537 93| 1033 14D 1120 1127 [ 1197 | 125 1265 1279 1292 7298 ] 1.3 [Common Shy Oulstg € ﬂ.aoj
e & <1 U B8 B5[ BT| %3 n2| HI| #6| ne| B7| Bs| a4 Boid Rgkres are |AvQ ANDIPE Ra50 F7X]
i sloeel p B ATE b 1360 140 1€ 161 148 145] 132] 15| 155] Veueline  |Rulative PE Ratlo 150
R S R I T A T R 29% | 25% 28% | 35% | 3% 35% | k| 31%) P lavg AaiDivd Yield 2%
CAPITAL STRUCTURE as of 6/30/13 09| 25] e 87| 4| 28] FO0[ 20| 46| 44] 40[ 460 |Revenues smm) 500
Total Debl §81.3 mil.  Duein 5Yrs $19.5mil. 44] 481 SBI 61] €41 E4| 751 85| o1 93| 102] 193 |NetProfit {Smill 126
o Onbe S5t deut. _'i‘;";'='°"55-2""- W% | BTk [ 357T% | Ha% | 365% | 3.1% | 37.9% | 335% | 353% | 376% | 36.0% | 35.0% lincome Tax Rate 36.0%
{Toalirtorest coverage, 2 2¢ (shorCagy |t o<l -1 72%] 36% | w0n| .| 1zl ti| 1% 1.0% | 10% |AFUDC %loNetProfit | 1.0%
Penslon Assels 1212 $22 7 ma 4% | 250 [ M5 480% | 465% | SI5% |457% |433% | 47.1% | 460% | 45.0% | Ji.mrlung-TemDebtRaﬂu a0%
Obilig. $34.7 mif. SBG% | 57.5% | $59% | 517 | 535% | 455% | 543% | 50.7% | 529% | 540% | 55.0% | $50% |Common EquiyRatlo | 57.0%
90| BIGT 3| 1265 1257 1534 | 1601 | 1764 | 632] 18381 190 197 | Total Capital (im) 220
Pfd Stock Nore MES! 1400 1553 1744 | 1516 | 2114 2220 | 2224 | 2330| 2403 25| 250 NetPlant {feil} %5
Comman Stock 12912 243 shs. B5% | 76% | Bd% | 62% | 67% | 574 | 62% ; 65 | 64%| 64%| 65% | 7.0% [Retum on Tolal Capl 7.0% |
as of 8§13 A% | 100% | (16% | 93% | 95% [ 2% [ B6% | 96% | 5% | 03% 9.5% | 100% RetumonShr Equily | 10.0%
114% | 100% | 116% | 93% | 05% ' 92% | B6% | 98% | 95% | 83% | 9.5% | 10.0% |RelumonComEqulty | 10.0%
MARKET CAP; $250 million {Small Cap) 6% 20| 30% 22% | 17% [ 14% | 19% ; 27% | 25a| 24% | 0% 10% ‘Retained to Com Eq 3.0%
CURRENTPOSTION 201 2012 600/3 | 77w | 7¢% | Mu | 77 | a2 | asn | 8% | %, m 745-.| 7% | 67% | Al Divids to Net Prof 7%

Cash Assels 40 40 42 | BUSINESS: The York Water Company i tre oldest investorowred  nues; commerdal and indestrial (29%); ather (8%). i also provides
Accounls Recelvable 60 64 40| regulated water utiity in the United States, It has cpeated contn-  sewer biting senvices. Incorporated: PA. York had 1£3 full-time em-
gther __3_3 _15 _i.;lz:' uously sinca 1816. As of December 31, 2012, the company's aver- playees al 123142 PresidenlCEO: Jefrey R Hines. Of-

et Aataly - 4.5 | 89¢ daly avalabiity was 350 milion galions and its service tem-  ficersicractors owm 1.2% of the cormmon siock (3113 praxy). Ad-
fiocis Payatie 44 7| lory had as estimated populaton of 189,000. Has more than 63,000 dress: 130 East Market Stiset York, Pennsybania 17401 Tele-

Other 41 43 4.0 | customers. Residental customers accounted for §3% of 2012 reve-  phone: (717) 845-3891. Intemel: waw yarkearater.com.

Currer! Lizb, 53 7 55 55 There have been very i

. oy Yy tew surprises strang political pressure not to Implement

Elc Che Cav, 160% 156% _154% 1 2 The York Water Company In the significant rate hikes.

AL RATES ™ Past £ast Estq 102 recent past. From 2010 through 2012, Dividend growth should remain rela-
Reventel 45% 35% 20% |the company’s annual share earnings tively modest in the years ahead,
"Cash Flow" 65% 65% 40% | varied by only $0.01 a share. The divi- Though we think that the company will
g'aw"é'fe‘gds fg;/z g-g;vv ;g;g dend was also very predictable, as it rose raise its annuat payout by $0.02 a share in
Book Valve 70% &0% 23% | by just $0.01 a share annually during the 2014, the growth rate over the next three-

= - same time span. to five-year period will be slightly on the

Cal- Mmﬁuz‘gmﬁaﬁbﬁ"ﬂ'l“ \f"" York is awaiting the outcome of a low side for a water utility.
endar [Har}} Jun.30 3ep.30 Dec. )b Yem ] pooiir rate case. Last May, the utility Finances are in decent shape. The

0 [ 80 97 05 98 | WY peririoned Pennsylvania regulators for a equity-to-total capital ratio is healthy at a

;g}; gg 13": ﬁg ?'gg ‘4?5 17% rate increase {about $7.1 million in solid 54%. Still, our Financial Strength

2013 | 101 107 #2  fig o4 revenues a year). The request was to rating for Yark is an average B+. T s

2014 | 105 115 122 148 | 4gg recoup the $49 million that York has spent metric would be higher if the company's

IEARNINGSPERSHARE! since 2010 to modernize and update its caplital base was more substantial,

et 3t Jun.30 Sen.30 Dec.3t| voi | 2ging Infrastructure. In addition, along There is nothing iarticular!y
Sncar jvar’l Jun 2 S =t~ With the help of a large rate increase for noteworthy about ~York Water's

gg:g :? 1'95 f; 1157 ;“: wastewater customers, the added funds shares. Both the equity's current yleld

W2 5 v » W 72 will help the utillty replace 30 miles of and dividend growth prospects are in line

013 | 47 18 21 19| 75| Plpeline and reduce water leakage for the with those of most of its peers. Moreover,

2000 | 48 o ;2| 35| 190,000 ieo le It services. the stock has performed fairly well of late

QUARTERLY DIVIDENDS FATD © We think that the outcome will be rel- and is now trading at over 25 times our 12
icel, Macl! Jun30 Sep30 Decdi| yen | atively reasonable. There is no doubt month share-earnings estimate. And final-

2008 | 1 T —%E % o that the current and projected expendi- H according to our proprietary Timellness

2010 '152 8 18 A 5y tures by York are essential to keeping the Ranking System, York shares should un-

2000 431 43 1M 13 24 si;stem operating efficiently. However, we derperform the market averages in the up-

2012 | 14 1M 1% 1M | 5f should point out that no matter how coming six- to i2-month period.

203 | 438 438 43 138 | Justified utility spending is. regulators face James A. Flood October 18, 2013
(:‘)1 D:}Jled samings. Next eaeings report due | (C In milions, adjusted for splis, gﬂfﬂ:ﬁ&’:ﬂ?{ Strength 35
& avernber 3 L]

B} %Mdends histonicaly paid in mid-Jancary, Price Growth Pml:gncl 75
-S-Pﬂ. July, and Oclober. Eamings Predictabilty

S 2011 Vaue Line
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Infrastructire costs [a the Water Utility Indns.
try will rise dramatically over the coming 20
years. Cousequently; larger commpanies are acquir-
fog smaller coes in an effort to achicve economles

of scale,

Slocks in the Water Utility Industry sre ranked
near the middle of the Value Line universc. Never.
theless, copservative investors can find appenling
cholces here due to favorable Safety r and
healthy dividend payouls.

Industry Consolldation

Infrastructure costs in the water utility industry will
likely soar over the next two decades. Water utility
comnpanies must constantly repair and upgrade thelr
existing water/wastswater systems in order to comply
with increasingly stringent rules issued by the Environ-
ment Protection Agency (EPA) and locsl regulators
Many of the facilibies and pipes that trapsport water
were put in plece over 100 years sgo. The costs of
replacing these systems ls considecably higher now than
they were In the pest, even adjusting for Inflation. Too,
the ongoing deplation of earby spurces of walsr compels
many of the utilities to oblain water from more-distant,
mo! ve sources. Water js difGcult and costly to
transport because it ls heavy and incompressible Nev-
erthaless, utilities must continue to keep pace with the
rising demand for drinking water from growing residen-
tiat and industrial customers, Recant estimates are that
it will cost hundreds of billions of dollars to replaca and
upgrade failing water infrastructures over the nest 2¢
years, This amounts to mora then the entire current
assals of tha water industry in the United States, Much
of these costs will likely be financed by federa] spending
and bigber waler rates. Nonatheless, water utilities are
geing to bave to eots up much greatar capital fnvest-
ments aver the coming years,

The costs of staying Ln campliance with drinking water
laws are especially onerous for smaller regional compa-
niies becauze these companies hava fewer customers over
which to spresd their costs. Sinall and mid-sized water
utilities tend to welcore takeover offors from larger,
better-capitalized companies 8o that they ean ubilize the
bigger frm's suparior resources, For instance, tha EPAY
new rules on the atlowable levels of arsanic in drinkin
water {10 paris per biltion by January, 2006) is compel.
ling somo smaller utilities to merge with larger ones In

| INDUSTRY TDMELINESS: 47(of88) |

an efort to remain in complisnce with the new stan-
dards, By purchasing these smaller entitias, large utili-
tics seck to nchieve economies of sczle. Also, B bigger
conipany geins greater geographic diversity that can
reduce its susceptibility to unfavorable weather pattermns
ard rotentinlly burdensome local regulators. For ex-
nmple, the regulatory climate in California has been
extremely enstly for utilities jn the past few years, so
ennipanied have been actively Jooking for acquisition
targets outside of the state,

Recent Regulatory Issues

Budget deficits et the federal, state, and Iocal Jevels
ought Lo hurl water utilities. Lawmakers will probably
resiat committing ecarce public funds towards majer
infrastructure projects, This is especially Frustrating for
waler companies since it comes at a time when they ace
dishing out funds to improve security and protect their
waler-distribution systems. We expect the industry to
lobby for grants, changes in the tax code, and #Wem-
mont loans. Also, there i3 a new bill in the U6, House of
Represontatives thatl would make compliante with fed-
eral drinking weter slandards & delenss in lawsuits
Involving contaminents eovered by such stendards, If
ehacted inta law, this rule could reduce water companies’
legal cxpenses since it would maks it eauch harder for
custaniers to successfully sue for contaminated water.

SDWA Regulations

The Bafo Drinking Water Act {SDWA) of 1974
{amended in 1996) guthorizes the EPA o work with
siate and locs]l governments fo pariodically test for
impurities in drinking water, The EPA mandates the
acceplable level of certain contaminants per & specified
amount of water, Water utilities routinely apend large
portions of their annual capital budgets on eforts to
remain in compliznce with SDWA guidelines. These
companies must also comply with the 1972 Clean Water
Acl, and numerous cther gtate &nd local laws,

Investment Advice
The water utility stocks in this review are unlikely to
outparform the year-shead markel. Nooetheless, they
colfer mbove-average Safety ranks, attractive dividend
yields, and decent risk-adjusted tolsl-return potential.
Joseph Espaillat

Composia Statistes: Water Uty industry Water Ulility
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Press Release

Release Date: July 31, 2013

For immediate release

Information received since the Federal Open Market Committee met in June suggests that economic
aclivity expanded at 2 modest pace during the first half of the year. Labor market conditions have
shown further improvement in recent months, on balance, but the unemployment rate remains
elevated. Household spending and business fixed investment advanced, and the housing sector has
been strengthening, but morigage rates have risen somewhat and fiscal policy is restraining
economic growth. Partly reflecting transitory influences, inflation has been running below the
Committec’s longer-run objective, but longer-term inflation expectations have remained stable,

Consistent with its slatutory mandate, the Committee seeks to foster maximum employment and
price stability. The Committee expects that, with appropriate policy accommodation, economic
growth will pick up from its recent pace and the unemployment rate will gradually decline toward
levels the Committee judges consistent with its dual mandate. The Commitee sees the downside
risks to the outlook for the economy and the labor market as having diminished since the fall, The
Committee recognizes that inflation persistently below its 2 percent objective could pose risks to
economic performance, but it anticipates that inflation will move back toward its objective over the

medium term.

To support a stronger economic recovery and to help ensure that inflation, over time, is at the rate
most consistent with its dual mandate, the Committee decided to continue purchasing additional
agency mortgage-backed securities at a pace of $40 billion per month and longer-term Treasury
securities at a pace of $45 billion per month. The Committee is maintaining its existing policy of
reinvesting principal payments from its holdings of agency debt and agency mortgage-backed
securities in agency mortgage-backed securities and of rolling over maturing Treasury securities at
auction. Taken together, these actions should maintain downward pressure on longer-term interest
rates, support morigage markets, and help to make broader financial conditions more

accommodative.

The Committee will closely monitor incoming information on economic and financial developments
in coming months. The Committee will continue its purchases of Treasury and agency mortgage-
backed securities, and employ its other policy tools as appropriate, until the outlook for the labor
market has improved substantially in a context of price stability. The Committee is prepared to
increase or reduce the pace of its purchases to maintain appropriate policy accommodation as the
outlook for the labor market or inflation changes. In determining the size, pace, and composition of
its asset purchases, the Committee wilt continue to take appropriate account of the likely efficacy
and costs of such purchases as well as the extent of progress toward its economic objectives.

To support continued progress toward maximum employment and price stability, the Committee

today reaffirmed its view that a highly accommodative stance of monetary policy will remain
appropriate for a considerable time after the asset purchase program ends and the economic recovery

http:/lfcderalreserve.gov/newsevents/press/monetary/ZO 130731a.htm
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strengthens. In particular, the Committee decided to keep the target range for the federal funds rate
at 0 to 1/4 percent and currently anticipates that this exceptionally low range for the federal funds
rate will be appropriate at least as long as the unemployment rate remains above 6-1/2 percent,
inflation between one and two years ahead is projected to be no more than a half percentage point
above the Committee's 2 percent longer-run goal, and longer-term inflation expectations continue to
be well anchored. In determining how long to maintain a highly accommodative stance of monetary
policy, the Committee will also consider other information, including additional measures of labor
market conditions, indicators of inflation pressures and inflation expectations, and readings on
financial developments. When the Committee decides to begin to remove policy accommodation, it
will take a balanced approach consistent with jts longer-run goals of maximum employment and
inflation of 2 percent.

Voting for the FOMC monetary policy action were: Ben S. Bemnanke, Chairman; William C.
Dudley, Vice Chairman; James Bullard; Elizabeth A. Duke; Charles L. Evans; Jerome H. Powell;
Sarah Bloom Raskin; Eric S. Rosengren; Jeremy C. Stein; Daniel K. Tarullo; and Janet L. Yellen
Voting against the action was Esther L. George, who was concerned that the continued high level of
monetary accommodation increased the risks of future economic and financial imbalances and, over
time, could cause an increase in long-term inflation expectations.
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Press Release

Release Date: September 18, 2013

For immediate release

Information received since the Federal Open Market Committee met in July suggests that economic
activity has been expanding at a moderate pace. Some indicators of [abor market conditions have
shown further improvement in recent months, but the unemployment rate remains elevated.
Househeld spending and business fixed investment advanced, and the housing sector has been
strengthening, but morigage rates have risen further and fiscal policy is restraining economic
growth. Apart from fluctuations due to changes in energy prices, inflation has been running below
the Committee's longer-run abjective, but longer-term inflation expectations have remained stable.

Consistent with its statutory mandate, the Commitee seeks to foster maximum employment and
price stability. The Committee expects that, with appropriate policy accommodation, economic
growth will pick up from its recent pace and the unemployment rate wiil gradually decline toward
levels the Committee judges consistent with its dual mandate. The Committee sees the downside
risks to the outlook for the economy and the labor market as having diminished, on net, since last
fall, but the tightening of financial conditions observed in recent months, if sustained, could slow
the pace of improvement in the cconomy and labor market. The Committee recognizes that inflation
persistently below its 2 percent objective could pose risks to economic performance, but it
anticipates that inflation will move back toward its objective over the medium term.

Taking into account the extent of federal fiscal retrenchment, the Committee sees the improvement
in economic activity and labor market conditions since it began its asset purchase program a year
ago as consistent with growing underlying strength in the broader economy. However, the
Committee decided to await more evidence that progress will be sustained before adjusting the pace
of its purchases. Accordingly, the Committee decided to continue purchasing additional agency
morigage-backed securities at a pace of 840 billion per month and longer-term Treasury securities at
a pace of $45 billion per month. The Committee is maintaining its existing policy of reinvesting
principal payments from its holdings of agency debt and agency mortgage-backed securities in
agency mortgage-backed securities and of rolling over maturing Treasury securities at auctjon.
Taken together, these actions should maintain downward pressure on longer-term interest rates,
support mortgage markets, and help to make broader financial conditions more accommodative,
which in tum should promote 2 stronger economic recovery and help to ensure that inflation, over
time, is at the rate most consistent with the Committee's dual mandate,

The Committee will closely monitor incoming information on economic and financial developments
in coming months and will continue jts purchases of Treasury and agency mortgage-backed
securities, and employ its other policy tools as appropriate, until the outlook for the labor market has
improved substantially in a context of price stability. In judging when to moderate the pace of asset
purchases, the Committee will, at its coming meetings, assess whether incoming information
coatinues to support the Committee's expectation of ongoing improvement in abor market
conditions and inflation moving back toward its longer-run objective. Asset purchases are not on a

http://www.federalreserve.gov/newsevents/press/monetarvfzol 30918a.htm 10/11/72013
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preset course, and the Committee's decisions about their pace will remain contingent on the
Committee's economic outlook as well as jts assessment of the likely efficacy and costs of such
purchases.

To support continued progress toward maximum employment and price stability, the Committee
today reaffirmed its view that a highly accommodative stance of monetary policy will remain
appropriate for a considerable time after the assel purchase program ends and the economic recovery

rate will be appropriate at least as long as the unemployment rate remains above 6-1/2 percent,
inflation between one and two years ahead is projected to be no more than a half percentage point
above the Committee's 2 percent longer-run goal, and longer-term inflation €xpectations continue to
be well anchored. In determining how long to maintain a highly accommodative stance of monetary’
policy, the Committee will also consider other information, including additional measures of iabor
market conditions, indicators of inflation pressures and inflation expectations, and readings on
financial developments. When the Committee decides to begin to remove policy accomrmodation, it
will take a balanced approach consistent with jts longer-run goals of maximum employment and
inflation of 2 percent.

Voeting for the FOMC monelary policy action were: Ben S. Bemanke, Chairman; William C.
Dudley, Vice Chairman; James Bullard; Charles L. Evans; Jerome H. Powell; Eric S. Rosengren;
Jeremy C. Stein; Danie] K. Tarullo; and Janet L. Yellen. Voling against the action was Esther L.



Exhibit DHC-14b

Page 1 of 2
Office of Regulatory Staff
Carolina Water Service, Inc.
Docket #2013-275-WS
Mitlions of dollars

Reserve Bank credit, related items, and Averages of daily figures
reserve balances of depository inslitutions at Week ended Change from week ended Wednesday
Federal Reserve Banks Nov 6, 2013 Oct 30, 2013 Nov 7. 2012 Nov 6, 2013
Reserve Bank credit 3,802,905 + 7,585 +1,019,131 3,808,368
Securities held outright' 3,573,291 + 6,900 + 989,839 3,578,326
U.S. Treasury securities 2,120,518 + 7,881 + 470,623 2,125,552
Bills? 0 o 0 0
Netes and bonds, nominal® 2,016,334 + 7,853 + 450,809 2,023,358
Noles and bonds, inflation-indexed? 88,589 0 + 16,645 88,589
Inflation compensation® 13,595 + 28 + 3,169 13,605
Federal agency debt securities® 59,080 0 - 22,822 59,080
Morigage-backed securities® 1,393,693 - 981 + 541,638 1,393,694
Unamortized premiums on securities held outright® 205,620 + 181 + 45,692 205,680
Unamorized discounts on securities held oulright® ~8,495 - 138 - 6,878 -8,689
Repurchase agreements® o] 0 o 0
Loans ies - 45 - 984 181
Primary credit 6 - 11 - 3 2
Secondary credit 1 + 1 + 1 o
Seascnal credit B2 - 34 + 34 79
Term Asset-Backed Securities Loan Facility’ 100 0 - 1,014 100
Other credit extensions o o 0 0
Net portfolio hotdings of Maiden Lane LLC® 1,515 + 18 - 57 1,516
Net portfolio holdings of Maiden Lane If LLC? 64 0 + 3 64
Net portfolio holdings of Maiden Lane Il LLC™ 22 0 - 1 22
Net portfolio holdings of TALF LLC" 111 0 - 744 110
Float ~475 + 78 + 31z -827
Cenltral bank liquidity swaps" 272 o - 12,183 272
Other Federal Reserve assels" 30,794 + 592 + 4,542 31,712
Foreign currency denominated assets™ 24,119 - 378 - 1,322 24,129
Gold stock 11,041 a o] 11,042
Special drawing rights certificate account 5,200 o 0 5,200
Treasury currency outstanding' 45,392 + 14 + 650 45,392
Total factors supplying reserve funds 3,888,657 + 7,221 +1,018,49% 3,894,129

Note: Components may not sum fo totals because of rounding. Footnotes appear at the end of the table.
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1. Factors Affecting Reserve Balances of Depository Institutions (continued)
Millions of dollars

iserve Bank credit, relalgd "e.'“s'. aqd Averages of daily figures Wednesda
serve balances of depository institutions at Week ended Change from week ended Nov 6. 20 1%
deral Reserve Banks Nov 6, 2013 Oct 30, 2013 Nov 7, 2012 )
Currency in circulation'® 1,218,863 + 1,637 + 74,405 1,220,696
Reverse repurchase agreements’ 112,147 + 631 + 16,060 110,809
Foreign official and international accounts 106,280 - 1,768 + 10,183 104,054
Others 5,867 + 2,399 + 5,087 6,715
Treasury cash holdings 206 + 10 + 59 209
Deposils with F.R. Banks, other than reserve balances 52,743 - 9,694 - 1,349 49,007
Term deposits held by depository institutions 1] 0 0 0
U.S. Treasury, General Account 34,358 + 2,552 + 6,356 30,596
Foreign official 8,654 + 1 + 2,753 8,654
Other 9,730 - 12,248 - 10,460 9,758
Other liabilities and capital’ 64,111 - 1,033 = 1,317 63,372
Total factors, other than reserve balances,
absorbing reserve funds 1,448,069 - 9,450 + 87,857 1,444,095
Reserve balances with Federal Reserve Banks 2,440,588 + 15,671 + 930,643 2,450,034

Note: Components may not sum to totals because of rounding,

1. Includes securifies lent to dealers under the overnight securities lending facility; refer to table 1A.

2. Face value of the securities,

3. Compensation (hat adjusts for the effect of inflation on the original face value of inflation-indexed securities.

4, Guaranteed by Fannie Mae, Freddie Mac, and Ginnie Mae. The current face value shown is the remaining principal balance of
the securities,

5. Reflects the premium or discount, which is the difference between the purchase price and the face value of the securities that has not been amortized.,
For L1.5. Treasury and Federal agency debt securities, amortization is on a straight-fine basis. For mortgage-backed securities, amortization is an an effective-interest basis
6.  Cashvalue of agreements.
7. Includes credit extended by the Federal Reserve Bank of New York to eligible borrowers through the Temn Asset-Backed Securilies Loan Facility.
8. Referlotable 4 and the note on consalidation accompanying table 9,
8. Referto lable 5 and the nole on consolidation accompanying table 9.,

10.  Refer to table 6 and the note on consolidation accompanying lable 9,
11, Relerto table 7 and the note on consolidation accompanying table 9.
12, Dollar vaiue of foreign cumency held under these agreements valued at the exchange rate to be used when the foreign currency is refumed
to the foreign central bank. This exchange rate equals the market exchange rate used when the foreign currency was acquired from the
fareign central bank.
13.  Includes accrued interest, which represents the daily accumulation of interest earned, and other accounts receivable. Also, indudes Reserve Bank premises
and equipment net of allowances for depreciation.
14, Revalued daily al current foreign currency exchange rales.
15.  Estimated.
16.  Cash vaive of agreements, which are collateralized by U.S. Treasury secuities, federal agency debt securities, and morigage-backed securities,
17. Includes the fabilities of Maiden Lane LLC, Maiden Lane I LLC, Maiden Lane ) LLC, and TALF LLC to entities ather than the Federal Reserve Bank of New York, including liat
that have recourse only lo the portfolio holdings of these LLCs. Refer o table 4 through table 7 and the nole on consofidation accompanying tabile 9. Also includes the liability fo
interest on Federal Reserve noles due 1o U S, Treasury. Refer to table 8 and table 9.

Sources: Federol Reserve Banks ond the U.S. Department of the Treasury.
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Press Release

T e e

Release Date: October 30, 2013
For immediate release

Information received since the Federal Open Market Committee met in September generally
suggests that economic activity has continued to expand at a moderate pace. Indicators of labor
market conditions have shown some further improvement, but the unemployment rate remains
clevated. Available data suggest that household spending and business fixed investment advanced,
while the recovery in the housing sector slowed somewhat in recent months. Fiscal policy is
restraining economic growth. Apart from fluctuations due to changes in energy prices, inflation has
been running below the Committee's longer-run objective, but longer-term inflation expectations
have remained stable.

Consistent with its statutory mandate, the Committee seeks to foster maximum employment and
price stability. The Committee expects that, with appropriate policy accommodation, economic
growth will pick up from its recent pace and the unemployment rate will gradually decline toward
levels the Committee judges consistent with its dual mandate. The Commitice sees the downside
risks to the outlook for the economy and the labor market as having diminished, on net, since last
fall. The Commiitee recognizes that inflation persistently below its 2 percent objective could pose
risks to economic performance, but it anticipates that inflation will move back toward its objective
over the medium term.

Taking into account the extent of federal fiscal retrenchment over the past year, the Committee sees
the improvement in economic activity and labor market conditions since it began its asset purchase
program as consistent with growing underlying strength in the broader economy. However, the
Committee decided to await more evidence that progress will be sustained before adjusting the pace
of its purchases. Accordingly, the Committee decided to continue purchasing additional agency
mortgage-backed securities at a pace of $40 billion per month and longer-term Treasury securities at
a pace of $45 billion per month. The Committee is maintaining its existing policy of reinvesting
principal payments from its holdings of agency debt and agency mortgage-backed securities in
agency mortgage-backed securities and of rolling over maturing Treasury securities at auction.
Taken together, these actions should maintain downward pressure on longer-term interest rates,
support mortgage markets, and help to make broader financial conditions more accommodative,
which in tum should promote a stronger economic recovery and help to ensure that inflation, over
time, is at the rate most consistent with the Committee's dual mandate.

The Committee will closely monitor incoming information on economic and financial developments
in coming months and wil! continue its purchases of Treasury and agency mortgage-backed
securities, and employ its other policy tools as appropriate, until the outlook for the labor market has
improved substantially in a context of price stability. In judging when to moderate the pace of asset
purchases, the Committee will, at its coming meetings, assess whether incoming information
continues to support the Committee's expectation of ongoing improvement in labor market
conditions and inflation moving back toward its longer-run objective. Asset purchases are not on a
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preset course, and the Committee's decisions about their pace will remain contingent on the

Committee’s economic outlook as well as its assessment of the likely efficacy and costs of such
purchases.

To support continued progress toward maximum employment and price stability, the Committee
today reaffirmed its view that a highly accommodative stance of monetary policy will remain
appropriate for a considerable time after the asset purchase program ends and the economic recovery
strengthens. In particular, the Committee decided to keep the target range for the federal funds rate
at 0 to 1/4 percent and currently anticipates that this exceptionally low range for the federal funds
rate will be appropriate at least as long as the unemployment rate remains above 6-1/2 percent,
inflation between one and two years ahead is projected to be no more than a half percentage point
above the Committee's 2 percent longer-run goal, and longer-term inflation expectations continue to
be well anchored. In determining how long to maintain a highly accommodative stance of monetary
policy, the Committee will also consider other information, including additional measures of labor
market conditions, indicators of inflation pressures and inflation expectations, and readings on
financial developments. When the Committee decides to begin to remove policy accommodation, it
will take a balanced approach consistent with its longer-run goals of maximum employment and
inflation of 2 percent.

Voting for the FOMC monetary policy action were: Ben S, Bernanke, Chairman; William C.
Dudley, Vice Chairman; James Bullard; Charles .. Evans; Jerome H. Powell; Eric S. Rosengren;
Jeremy C. Stein; Daniel K. Tarullo; and Janet L. Yellen. V oting against the action was Esther L.
George, who was concerned that the continued high level of monetary accommodation increased the
risks of future economic and financial imbalances and, over time, could cause an increase in long-
term inflation expectations.



	DHC Test-Ex.pdf
	2013-275-WS Carlisle Direct Testimony
	CWS COVER PAGE
	2013-275-WS Carlisle Direct Testimony Final 12-3-13

	2013-275-WS Carlisle Exhibits


